PART L. FINANCIAL INFORMATION EXHIBIT K

ITEM 1. FINANCIAL STATEMENTS

PROGRESS ENERGY, INC,
UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
September 30, 2008
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS of INCOME
Three monchs cided Mime months ended
Sepbember 30, Seplember M),
(ir milions excep per shore dmia) TIHIE T MR 20017 i
Dperating revenues 51696 £2,740 7,6 56,951
Oiperating expenses
Fuel us=d in electric generation S0 925 6l 2,381
Parchased power 450 EL 1z B
Ciperntion and maindenance 439 456 1370 1337
Dezprecaation and amartization ms 223 619 Gis
Taxes other tham oo mesme 141 135 387 R4
Other i 7 () 2%
Total operating expenses 1,105 2,140 5,644 56RG
Chperating income 591 &10 1,32 1,262
{Hher imcome (expense)
[neerest income L] f ] M
Allewance for equity funds used during conginscison k¥ | 14 54 i4
Other, nel 7 {3} Lk ]
Total other income, net 35 3 05 4%
Interest charges
lmieres charges 178 1449 FUE] 443
Albawance for borrowed fands used during construction {11} (51 [2T) {12
Twtal interest charges, net 167 154 ik 431
Income from continwing operations before income tax and
minoriy inieresl 450 471 | RO
Imcme iax expense 151 [L11H] i 273
Imenme frodm contining operatbons lelore minerity mterest K in HE2 il
Mimority interest in sahsidiaries’ income, met of tax i1 - (51 -:ﬁE]
Incomee from confinuwing operationg ing il 657 L
Dizcontinued vperations, net of dax 1 ] G (197)
Met ingome 519 bk §723 £401
Average enommen shares oatstanding — bashe il 257 ol 256
Ensic earmings per comman share
Imcome from commuing operations 5108 §1.21 5152 5234
Dzcontmued operatinns, net of tnx .ol naa [ {077
Mt mepame £1.19 5124 5278 £1.87
Diluted earnimps per comman share
Income from continuing opermiions 51,18 51.21 $1.52 §1.33
Ihscentimued operations, nel of tax = {03 0,24 (0,77
Net income 51,18 1.4 51.7H 51.56
Mvidends declared per comman share SllLA15 S0 51845 £1.830

S Nivdes s Progeess Energy, fac. Unandited Candenced Consolidaied feterim Fingnclal Siaremends,
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PROGRESS ENERGY, INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

{im mtliang Seplemher 50, 2008 Decvmber 31, 2007
ASEETS
Uity plant
Lhidity plant in service 15 BT 34 337
Accumidared depreciation {11,208) [ll'l_ﬁ':lﬁ:l
Lhikity plaes in service, mel 14,779 14432
Fedd o4 Fegung i M T
Cispstruglion work @ peogress 072 1,765
Muclear fuel, rel of amortizatian 426 371
Toisl utilsty pland, net 17,015 16 505
Current azzets
Cash and cash equivalenis 3 158
Receivables, ne b 1,157
Invemtory L7 S
Defemed fuel oo m 134
Denvalie assels & a5
ASEets 1 b divesnel = 42
Prepaymenis and other corent asseis I 122
Tadal current sssils 3,14 E,E.'-:"E
Deeferved debits and siber sty
Regulmary nssess 1,347 s
Muclenr decommissioning trust funds 1,210 1,364
Meliscellaneous aiher progermy e mvesimenis Er HE
o] IESES 3555
Durivative nsses 1% 1%
Unher assasls o deferred debils kL 17%
Total deferved debids and other asseis 7173 |
Tulal acsrds 128237 526,363
CAPITALIZATION AN LIABILITIES
Comman slechk equity
Common 36ck withoul pe value, S miflion shires ssthareed, 263
misllicn imd 260 million shares ssued and owtsianding, respeciively &h,173 A lIzR
Unzarmed ESCF shares (| milion ond 2 millice shancs, respectively) {25] {371
Accumulated oer compechensne loss 126) (34)
Relminzd earnings 1705 I_iﬁi'l
Tdal cemmsen stock equily EXIT Lo ]
Freferred sosek of smbsbdiaries - ot subject 10 mandabery redemption %3 a1
Mimority mmberest & H4
Long-term debd, affiliase inl Pl
Long-erm debi, wed LT A,466
Toral dapitalizatios 1%, 1H4 17,3360
Careemt lahiities
Currend pormion of lorg-term dely i} 77
Short-term dekt 495 01
Arccounis payable usd R
Initeres) secnaed 144 173
Diviends declared Ik 1860
Crainmer deposits IT 188
Eegulitory habalines 15 173
Liabilities to be divesied ) [
Cnher covens liskalives &35 636
Total current linbalities 3T 3302
Deeferred credits amd other labilitees
Morcurreni income tax labilies Ti6 Al
Accamulaed delired investment Bax cnxdils 13y 139
Fegalatory liahilties 1457 2554
Azl refimermenl clligahens 1,437 1,378
Accrued pension and aiher benediis Tnl i
Capetad kease o galwor: 231 239
CHier lighalitses and deferred orediis Jad 205
Tatal deferred eredits snd siber liabalities i, (181 L E
‘llI_TH*‘_IHi. dimil mull?hﬁtg [Mtes 12 amd 13)
Tednl enpitalisntion asd babikibes 528,237 336,365

Sre Nodes te Prograss Energy, Jne. Dnawaveed Comivessed Coveralidaned dedertm Fimmrcinl Stotemenis.



PROGRESS ENERGY, [NC
UNALUMTED CONDENSED CONSOLIDATED STATEMENTS of CASH FLOWS

o arifaans g
Mini: muonths unded September 30 ik T
Uperating acimviises
Mt incine 5723 k2501
Adjusiments b reconcile sl meome W ned cash provided by operaning aclivities
Dhi priciation and amartizainon 0% T5E
Defered incoos tves and invesiment tax credits, net 1 15T
Diefemed fiel {credith cost (550 28
Deferred mcome - 154}
Allpvamnce for sty lorefs weed during corstnocinge (%4} (4]
Chiher adjusiments 1 net ineame 19 177
Cash provided (used] by champes m aperating assers and Imbilities
Receiysbles 150 (153}
Inwenlory {124) [14)
Prepiyments and other currem assets 6 {71}
Iivisiempe Bases, mel [Ek4] {3433
Apeiiilg payakin E1] 03
Ctheer current |abiliges 24y 1%
Dither assets anad defienmd debals &2} (148)
Chher babidfies and deferred eradng I (%43
Met cash provided by I:IPEI'I“-I! wriividies 1,339 T34
Invesling aclivities
Ciross progerty addstions {1,760} {1410}
Muclear fuel addizinns {15H) {153
Froveeds tiom sales of deconbmesed operations and other msets, net of cash diesid &1 fi58
Purchases of avalabe-lor-sale secunibes and other invesimenis (1 1%0) {1,092}
PFroceeds from sales of mvailahle-Tor-zle secunmes mnd other invesiments 1154 4L
Uxher investing scisvilics 3 15
Met cash msed by ImHIIEEI.Il.'IIIu [1.8%4) (1068
Finamsimg setivities
lszminge of common mock 106 13d
Dhwicdends paid on <omenim ok {1 1463}
Paymenis of shon-term debe wath anigingl matuniies greater thas 50 diys {176
Met incrias; in shorkterm deist 478 550
Proceeds fiom fsuance of long-temm dubl, nel 1747 Jaz2
Eebrement of long-lem debi ETTh (28T}
Cash distrbiLens 1o minorily mberests of consolsdaled subsidiaries %5} (1
Ciher financing actwvilies 171} n
el cush provided by financing mclivitees iH3 [
Metincrense in cash and cash equivalemis 148 352
Cash and eash eqguivalends wi beginming of period 254 55
Cash and cash egoivalents st end of period 5403 T

Supplemsenial disclosures
Significant roncash anssclions

Capital lease obdigation incowed e 1IR3
Wote recenvable for disposal of ownership inberess in Ceredno = 4R
tlear decommssioming rusl funds unrealized loss (gain) 153 14y
Actrusd property additkins 1 )

Sew Wotes o Progreas Energy, dae, Unandived Crerdensed Comralinared fmterim Financial Sranenim



CAROLINA POWER & LIGHT COMPANY
dhia PROGRESS ENERGY CAROLINAS, INC.

UNAUDITED CONDENSED CONSOLIDATED INTERIM FINANCIAL

September 30, 2008

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS of INCOME

STATEMENTS

Threz months ended

ime months ended

Xeptember M, ) September 30,
e millioes) Tas Fall i) 2% 2007
Dperating revenues i 51,266 31286 53,382 §3.340
{Iperating expenses
Fuel wed in ¢leciric generation REL £ 1027 1041
Purchased powaer 143 L1 2ah 243
Chperation and mainlenance M3 k2 [ Tk ThE
Diepreciation and amoroeation 1234 I e 353
Taxea oiher than on income 55 52 152 151
Oithir - 1 ] -
Total vperating expenses 13 a1 1584 2550
Operating income 53 375 ] T
Uiher income [Expense)
Interest meome 2 5 9 lix
Allownrece for equity funds med during constroction ] 2 1% 7
Oither, net (5} {3} o 2
Taotal sther income, net f 4 28 25
Imterest charges
Interest charges a4 ik 164 1§59
Alkvwance for borrowed funds us::::_l_dur_nlE Comstruction {4 i1 8 41
Totzl interest charges, ned b A 154 165
Intome before income tax e 23 H7 50
Income tax expense LI 1% Mz 234
MNet lmeime 20 204 48 416
Preferred stock dividend reguirement 1 1 2 2
Earmings fur comman stock 200 3 hE F426 a4

See Notes to PEC Urandites Cordernsed Consolidoeed interim Fingaeial Statemenis.
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CAROLINA POWER & LIGHT COMPANY
db/'a PROGRESS ENERGY CAROLINAS, INC.

LNA UMTED CONDENSED CONSOLIDATED BALANCE SHEETS

.-'rn'mnl.lmnlq_.! Seplember ![i..'ll'[lﬂﬂ Decenmbe ji,EI];I.‘.-'.I' -
ASSETS N
LUrility pland
Unlity plant in service S144%1 515,117
Accumulaied deprecialion (7,292} (7,087}
Lhikiry plant in service, mel 8,199 B0
Held for finure use i 3
Comszrection work in progeess Bl 566
Muclear Fuel, nel of ssoetization i L7
Totsl utility pland, me AT 4,580
Corrent asseds
Crsh and cash squivakenis [FE3 1%
Recsivabdes, net i32 4491
Recenables from affdimed compases 19 a1
Inveniony 475 51U
Dwefiered fuel cost 143 [EE]
Prepayments and ather curen assgis 53 il
Tatal current aasels 1,465 1,200
Deferred debids and oiher assels )
Regulmory assets THY HED
Phuclear dicomms enmg trust funds T B4
Miscellaneaus other property and invessments 157 197
Crher ests and difored debils 1l ]
Total deferred debals amd other assets 1,853 1A%
_Tutal susety %12,497 HIE N
CAPITALIZATHIN AND LIABILITIES
Comnnisn stes b equily
Ciamimon steck withoul par value, 200 millon shares mahorzed, 160 milon shams isseed sed
sutstanding SLUTH 12,054
Unearned ESORP common stock (25) {37
Accumulated othen coenpzhenesive foes R {101
. Petained earni P ] 1,7
Tednl comaaon sinck ey 4 241 L
Freferred siock — nod subject o mandatory redemplins ] 5
Loag-term debi. ned N 1,153
Todal capitalizatien 1A T2
Current linbalities
Curmanl portion of long-term deke i 30
Woaes pavable in offibianed comgames i 134
Agiounts payohlke 354 ELE
Paryables 1o affilialed compames 7 il
Intizreal seensed L k1]
Customer deposils ™ kL
Chher curren] lahilftics v 200
Tastal current liahilities 1186 [NET
Defereed eredits snd siber liabilities —
MomewsTent i=come i Tisbalits 1865 34
Accumuloted deferred invesimem o credeis 17 122
Regulasary fizhditics 13 1.0
Assef roliremment vhiigations (NI L E
Aconed pension and other benelis 448 45%
Lrher liabilmies aml defiorod crodits ins 113
Totsl delerred credits and other liabilities 3,897 3,79
Commeirments and tpﬂ!ngﬂ;[ﬂlt; 12 and 13)
Total capitalimtion and lisbilities 512,402 IKTH

Sew Mosiex 20 PEC Uneradised Conckivored Conaolichated Iierin Fananciel Sarcssens.



CAROLINA POWER & LIGHT COMPANY
d'bfa PROGRESS ENERGY CAROLINAS, INC.
UNAUMTED CONDENSED CONSOLIDATED STATEMENTS of CASH FLOWS

{in eillions)

~ Nine months ended September 30 208 HWyT
Operating activities
Ml income 5428 %414
Adjustments to reconcile net income to net cash provided by operating activities
Drepreciation and amortization 454 419
Dreferred imcome taxes and investment tax credits, net 113 62
Deferred fuel {credit) cost (30 7
Allowance for equity funds used during construction (1% (M
Otler adjustments o pet income 42 {10y
Cash {used) provided by changes in operating assets and liabilities
Receivables (4%} (65)
Receivables from affiliated companies 23 (34
Inventory (55) (el
Prepayments and other current assets 13 (2%
Ineome e, met (35) 6
Accounts payable 48 1%
Payables to affiliated companies : 23
Oither current linbilities 47 13
Oither assets and deferred debits (7 (19)
Crther liabilities and deferred crc_dl_ta (31) 11
Met cash provided by operating activities 932 875
Investing activities
Ciross property additions (518) (587}
Muclear fuel additions {131} {159}
Purchasss of available-for-sale securities and other invesiments (464 (472}
Proceeds from sales of available-for-sale securities and other investments 433 408
Other mvesting activitics 3 3
Net cash used by investing netivities (677} (7T
Financing pctivities
Dividends paid on preferred stock 1) (2)
Dividends paid 1o parant = (108}
et increass in short-term debt = 150
Proceeds from issuance of long-term debt, net i 2
Retirement of long-term deb { 3Ky {2003
Changes in advances from affilised companies (153} -
Other financing activities {2) 20
Met cash used by financing aclivities {I'35]| i 144K
Met increase in cash and cash equivalenis 120 I8
Cash and cash equivalents at beginning of period 15 7l
Cash and cash equivalents at end of period 5145 189
Supplemental disclosures
Significant nomcash transactions
Muclear decommissioning trust funds unrealized loss (zain) s104 59y
Accrued propenty additions . &7 74

Kee Notes to PEC Unouaited Condered Consolidated Tnterim Finameial Statemens,



FLORIDA POWER CORPORATION

d/bfa PROGRESS ENERGY FLORIDA, INC.
UNAUDITED CONDENSED INTERIM FINANCIAL STATEMENTS
Seplember 30, 2008

UNALUDMTED CONDENSED STATEMENTS of INCOME

Three months cnided Mime imenths endsd
Seplember 30, N Sepiember 30,
i mélliong Iag 2007 s 27
_Dperaling revenues 51424 £1,456 53618 53 500
Operating expenses .
Fuel used in eleciric genemtion 821 544 1,255 1,340
Purchiased power M5 281 Tedie 51
LUperation and maintenance 1] 113 621 S8
Deprecintion asd amorzstion ™ 10 i 207
Taxes otbser than on income &H i3 235 233
Other = i4) 1
Twtal wperating ExpensCs 1,192 1,221 X KAL)
Ohperating income 156 235 S50 477
Oiher income (expense)
Isteresd meome 3 1 7 3
Allowanes for equity fands wsed during constimcinong 5 1z 65 27
her. net - - {n
Total sther mosme, nel 0 13 Kl | i
Imterest charges
Interest charges 0% 45 L] 126
Aldoweanee for borrowed lands wsed durinp comstruction )] {3l {19 K}
o anl.:l inlerest charges, net hl 12z 144 10K
Income before ibcone 205 2l 453 !
Income tax Expense 62 i 144 122
Met ineome 143 158 135 6T
Freferved stock dividend reguirement - - 1 I
5143 5138 5334 5266

Earmings for comman stock

See Noves o PEF Unarclited Comdeeeed Interim Financial Stafemems
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FLORIDA POWER CORPORATION
d/bfa PROGRESS ENERGY FLORIDA, INC.
UNAUDITED CONDENSED BALANCE SHEETS

i i) Seplember 30, 308 Decembes 31, 2007
ASEETS ' ’
Lty plami

Liility plant mn servics Sl £10,025
Accusilged depreciabon {3,854} [3,738)
Ueihivy plant i sirvice, net i, 458 & JAT
Held for funupe uss 35 5
Construction ek in progress P} [,199
Muchear figl, net of amofizilion 5 i
Total wtility plamt. mei 2617 T7EDD
Cuirrenl assels N
Cash amd cash equivalems 273 1%
Receivables et 4all 351
Ficuivanles from affilialed companics y i
Paotes receivable from afTilimed comprmies - 14w
Irreinliny ) d8d
Deferred income taves 71 30
Derivabive masets &5 A3
— Prepaymenis and ather curtent axsets 175 50
Total corremd nsseis 1541 "i'j,g?_
Diferred debits and other nssels
Repulatory jesss 574 264
Muchear decoonmissionang tnes flards 487 LT 1H
Pl isced st ous athur property and investmesis FE a6
Deriviive assels ) {1
Pregaid perslon s I#0 221
Dither szt and defemed dehits (1] 73
Total deferred debdis amil nther asssta 1498 1,2 %
Total asseis S10.45% S0 0635
CAPITALIZATION AND LIABILITIES
Commean stock equity
Comman stock without par walue, 60 mill s shares authormed, 100 shares issued and
BT e ET B 51,115 S0
Accimulaled other comprehensive loss - 1Ky
Retained EATngS EI5d (I H
Telal common siock equily 3340 i.“[TuT
Preferred stock — not subject bo mandadory ud-ln'ipllul ET] T
Lisez-terns debl. ned 4,152 2585
Tatal tapitalization TR 5711
Current Habdlinies
Current partion of long-term deg - £17
Kt pavabli 1o affilaled companies 2 =
Apoounts payable ) | 473
Preyahles wn sdfilabd companics 44 )
Intierest acenaed 51 37
Customer depogils 1935 143
Direative linbilibies 133 33
Regulatory fiabadines 15 173
Oithis cunrerd lighilibes 195 §2
Todal current linbdlities 1,000 1,537
T ferred credits amd other Exhiliises
Mgz urenl income B Tabililies ETH 4401
Aeoumulaed defered invesimens o credics 13 17
Regatatory lahiliies 1242 1,310
Azzel retiremen ohligations 15 115
Aconied pensin and ather henedils Juz M
Capetal bease cbligabions 216 1M
Citheer Dinkwlities imd deferred credits I6d I3

~ Taal deferped eredits and odber linkdlities 28R4 1.7
Eu-mblmﬂu.-d H?_?!!r!'ﬂﬂl'lﬂ [Mgtes 1F aml 13)

Totnl capitnlizstion sz [abilibes 511,658 I

Srd Woves fe FEN Unawdied Condemrod’ fierim Fmomein! Sasnicams
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FLORIDA POWER CORPORATION
d/bfa PROGRESS ENERGY FLORIDA, [NC.
UNAUDITED CONDENSED STATEMENTS of CASH FLOWS

fem anillions)

Mine months ended September 30 2008 007
Operating activities '
Met income £3135 §257
Adjustments to reconcile net income to net cash provided by operating activitics
Depreciation and amorization 134 13
Dreferred incomee taxes and invesiment tax credits, nel 90 (500
Deferred fuel {credit) cost (300} 2
Allowance for equity funds used during construction () [29)
Other adjustments to net incoma 17 54
Cash (used) provided by changes in operating assets and liabilities
Receivihles (12} {100
Receivables from affiliated companies i1 i
Inventory (73 (22}
Frepayments and other current assets () L1
Income taxes, met 48 Rl
Accounls pavable 147 127
Payables o affilisted companias (38) (46}
Cither current liabilities T4 69
Orther assets and deferred debits 21} (25)
_ {nher habilities and defermed credits 37 (6]
Net cash provided by operating activities 335 727
Investing activifies
Ciroas property additions (1,229 (819}
Muclear fuel additions (27) (39}
Purchases of available-for-sale securities and other imvestments (Gl&) (457
Proceeds from sales of avilable-for-sale securities and other investmenis 618 7e
Changes in advances to affiliated companies 149 -
Proceeds from sales of assets to affiliated companies _
Orther investing activities (6] =
- Met cash used by investing activities {100y (1,036)
Financing activities
Dividends paid on preferred stock (1} {1}
Proceeds from issuance of bong-term debi, net 1.475 742
Fetirement of long-term debd (332) (87)
Changes in advances from affiliated companies 1 (451
Dither financing activities - 2
Met cash provided by ﬁn:m.-ing activities 944 Gl
Mot increase in cash and cash equivalenis |11 302
Cash and cash equivalents at beginning of perind 23 23
Cash and cash equivalents at end of period £223 §325
Supplemental disclosures
Sigmificant noncash transactions
Capital lease obligation incurred 5 s182
Muclear decommizzioning trust funds unrealized loss (gain} L E] (5}
176 165

Accrued property additions

See Moves to PEF Unoudifed Condensed Interim Financial Sialements.

1%



PROGRESS ENERGY, M.

CAROLINA POWER & LIGHT COMPANY d'bva’ FROGRESS ENERGY CAROLINAS, INC.
FLORIDA POWER CORPORATION d'b'a PROGRESS ENERGY FLORIDA, INC.

COMBINED NOTES TO UNAUDITED CONDENSED INTERIM FINANCIAL STATEMENTS

INDEX TO APPLICABLE COMEINED NOTES TO UNAUDITED CONDENSED INTERIM FINANCIAL
STATEMENTS BY REGISTRANT

Each of the following combined notes to the unandited condensed interim financial statements of the Progress
Registrants are applicable to Progress Energy. Inc. but o1 1o each of PEC and PEE. The following table sefs forth
which notes are applicable to each of PEC and PEF. The notes that are not listed below for PEC or PEF are fiit, and
shall not be deemed to be, part of PEC"s or PEF s financial sisterments contained herein,

Regisira Applicable Notes

FEC 1, 2, 4 through %, and 11 through 13

FEF 1. 2, 4 through 9, and 11 through 13



PROGRESS ENERGY, INC,

CAROLINA POWER & LIGHT COMPANY db'a PROGRESS ENERGY CAROLINAS, ThC
FLORIDA POWER CORPORATION d'bia PROGRESS ENERGY FLORIDA, INC.

COMBINED NOTES TO UNAUMTED CONDENSED INTERIM FINANCIAL STATEMENTS

I this report, Progress Energy, which includes Progress Energy, Inc. helding company (the Parent) and its regulated
and nonreguladed subsidiaries on a consolidated basis, is at times referred to as “we™ “us® or “our” When
discussing Progress Energy's financial information, it necessanly includes the results of Carclina Power & Light
Company dba Progress Energy Carolimas, Inc. (PEC) and Florida Power Corporation d'hia Progress Energy
Florick, Ine, (PEF} {collectively, the Utilities). The term “Progress Registrants™ refers to each of the three separate
registrams: Progress Energy, PEC and PEF. The information in these combined notes relates to each of the Propress
Registrants & noted in the Index to the Combined Notes, However, neither of the Utilities makes any representation
as to information related selely to Progress Energy or the subsidiaries of Progress Energy other than itself.

1. ORGANIFATION

A ORGANIZATION
FPROGRESS ENERGY, INC.

The Parent &= a holding company headquartered in Raleigh, N.C. As such, we are subject 1o regulation by the
Federal Energy Regulatory Commission (FERC) under the regulatory provisions of the Public Utility Holding
Company Act of 2005 (FUHCA 2005).

Cwur reportable segments are PEC and PEF, both of which are primarily engaged in the generation, transmission,
distribution and sale of electricity, The Corporate and Other segment primarily includes amounts applicable 1o the
activities of the Parent and Progress Energy Service Company, LLC (PESC) and other miscellancous nonregulated
businesses that do not separately meet the quantitative dischosure requirements as a separate business segment. See
Mote 10 fior further information abowl our segments,

PEC

PEC 15 a regulated public wtility primarily engaged in the generafion, transmission, distribution and sale of
electricity in portions of North Caroling and South Carolina. PEC's subsidiaries are involved in insignificant
nonrzgulated business activities, PEC i3 subjedt fo the regulatory provisions of the Nosth Carolina Utilitics
Commission (NCUC), the Public Service Commission of South Caroling (SCPSC), the United States Nuclear
Regulatory Commission {MRC) and the FERC.

PEF

PEF is a regulated public wtility primarily engaged in the generation, transmission, distribution and sale of electricity
in west central Florida, PEF i3 subjeci o the regulstory provisions of the Florida Public Service Commission
{FPSC), the NRC and the FERC.

i BASIS OF PRESENTATION

These financial statements have been prepared in accordance with accounting principles generally accepted in the
Umited States of America (GAAP) for fiterim financial information and with the instructions to Form 10-0 and
Regulation 5-X_ Accordingly, they do not include all of the information and footnotes required by GAAP for annual
financial stetements. The December 31, 2007 condensed balance shest was denved from audited financial
statements but does not imclude all disclosures required by GAAP. Because the accompanying interim financial
statements do nod include all of the information and footnotes required by GAAP for annual Gnancial slatements,
they should be read in conjunction with the audited financial statements and notes thereto included in the Progress
Registrants” annual report on Form 10-K for the fiscal vear ended December 31, 2007 {2007 Foem 10-K).



In accordance with the provisions of Accounting Principles Board Opinion Mo, 28, "Interim Financial Reporting, "
GAAP requires companies to apply a levelized effective income tax rate 1o interim persods that is consistent with the
estimated annual effective tax rate. The tax levelization expense or benefit recorded during the interim period, which
will have no impact on total year net income, maintains an effective tax rate consistent with the estimated antual
cffective tax rate. The Muctations in the effective tax rate for the three and nine months ended Seplember 30, 2008,
arc primarily due to timing of permanent tax items and seasonal fluctuations in energy sales and eamings from the
Utilities. The fluctuations in the effective tax rate for the three and nine months ended September 30, 2007, are
pritnarily due to the recognition of synthetic fuels tax credits, timing of permanent tax items and seasonal
fluctuations in energy sales and camings from the Utilities. Total tax levelization adjustments increased (decreased)
income tax expense for the Progress Registrants for the three and nine months ended Seplember 30, 2008 and 2007,
as Tollows:

Three Months Ended September 30, Nine Months Ended September 30,

fir miflions) 2008 2007 2008 ST
Progress Energy 5(2) $26) S(6) $i3)
PEC 3 {1 2 {2}
PEF {4} (4] {7} {3}

For the three and nine months ended September 30, 2007, $16 millicn income and $6 million expense, respectively,
of the Progress Energy net tax levelization was related to synthetic fuels tax credits recorded by the synthetic fuels
businesses and is included in discontinued operations en the Consolidated Statements of Income, pursuant to the
intraperiod tox allocation rules as set forth in Statement of Financial Accounting Standard (SFAS) No, 109,
“Accounting for Income Taxes” (SFAS No. [09), When the synthetic fiels businesses were reclassified to
discontinued operations in the fourth quarter of 2007 (See Note 3A), the impacts of the guartedy s levelization
ndjustments associzied with the synthetic fuels tax credits were not also reclassified to discontinued operations in
Mote 24 the 2007 Form 1K, inchiding the £16 million levelization income for the three months ended
September 30, 2007 discussed above. Consequently, the presentation of the unandited summarized quarterly
financial data previously reported for Progress Energy in Mote 24 in the 2007 Form 10-K was not correct. As a
result, the enaudited sumamarized quarterly financial daia has been restated. This correction does nol affect our
Consolidated Statements of Income for 2007 or 2006, as the quarterly tax levelization adjustments net 1o 2= on an
annual basis. The following table presents specific line item amounts for the three months ended September 30,
2007, included in Note 24 in the 2007 Form 1-K that have been restated as a result of this correction:

Progress Energy .
{in millions excepd per share data) A originally reported As restated
[ncome from continuing operations £3x7 3311

Common stock data
Basic earnings per common share

Income from contimuing operations 1.27 1.21
Driluted earmings per common share
Income from continuing operations 1.27 .21

The Uiilities collect from customers certain excise taxes levied by the state or local government upon the customers.
The Utilities account for sales and use tax on o net basis and gross receipts tax, franchise taves and other excise
taxes on 2 gross basis. The amount of gross receipts tax, franchise taxes and other excise taxes included in operating
reventies and taxes other than on income in the statements of income were as Tollows-

Three Months Ended September 30, Mine Months Ended September 30,

fim oniliions} 20M8 2007 2008 2007
Progress Energy 550 gaz 226 3229
FEC S i i 7
PEF 59 2 146 151

The amounts included in these financial statements are unaodited but, in the opinien of management, reflect all
adjustments necessary to fairly present the Progress Registrants” financial position and resubts of operations for the
interim periods. Unless otherwise noted, all adjustments are normal and recurring in nature, Due to seasonal weather
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variations and the timing of outages of electric generating units, especially nuclear-fueled wnits, the results of
operations for interim periods are nof necessarily indicative of amounts expected for the entire year or future
periads.

In preparing financial stastements that conform to GAAP, management must make estimates and aszumptions that
affect the reporied amounts of assets and labilitics, the reported amounts of revenues and expenses and the
disclosure of contingent assets and liabilities # the date of the finsneial statements. Actual resulis could differ from
those estimates,

Certain amounts for 2007 have been reclassified to conform to the 2008 presentation.
C. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

We consolidate all voting interest entities in which we own a majority voting interest and all varable interest entitics
for which we are the primary beneficiary in aceordance with Financial Accounting Standards Board (FASH)
Imterpretation Mo, 46K, “Consolidation of Varizhle Interest Entities — an Interpretation of ARE Mo 1% (FIN 461,

PROGRESS ENERGY

In March 2007, we disposed of our 100 percent ownership interest in Ceredo Synfuel LLC (Ceredo), o coal-based
solid synthetic fuels production facility that qualifies for federal tax credits under Section 45K of the Intermnal
Revenue Code {the Code), to a third-party buyer. Progress Energy, through its subsidiary Progress Fuels
Corporation (Progress Fuels), is the primary beneficiary of, and continues to consolidate Ceredo. See Note 3F for
additional information on the disposal of Ceredo,

In addition to the variable interests listed below for PEC and PEF, we have interests through other subsidiaries in
several variable interest entities for which we are not the primary beneficiary. These arrangements include equity
investments made prior to 2003 in five entities whose operations include affordable howsing and venture capital
ivestments, research and development, or real estate activitics. At September 30, 2008, the aggrepate maximum
boss exposure that we could be required to record in cur statement of income as a result of these amangements was
£5 million, which represents cur net remaining investment in the entities, The creditors of these variable interest
entities do not have recourse to our generil credit in excess of the aggregate maximum loss exposure,

PEC

PEC is the primary bencficiary of, and consolidates, two limited parinerships that qualify for federal affordable
housing and historic 1ax credits under Section 42 of the Code, At September 30, 2008, the assets of the two entities
totaled 337 millien, the majonty of which are collateral for the entities’ obligations, and were included in
miscellaneous other property and investments in the Consolidated Balance Sheets,

PEC has an interest in, and consolidates, ene limited partnership that invests in 17 low-income housing partnerships
that qualify for federal and state tax credits. PEC also has an interest in one power plant resulting from long-term
power purchase contracts. PEC has requested the necessary information o determine if the 17 partnerships and the
power plant owner are vsriable interest entities or o identify the primary beneficiaries; all entities from which the
necessary financial information was requested declined to provide the information 1o PEC and accordingly, PEC has
applied the information scope exception in FIN 46R, paragraph 4{g), 1o the 17 partnerships and the power plant
PEC believes that if it is determined to be the primary beneficiary of these entities, the effect of consolidating the
entities would resull in mereases 1o total asscts, long-term debt and cther linbilities, but would have an insignificant
or ne impact on PEC's common stock equily, net carnings of cash flows. However, because PEC has not received
any financial information from the counterparties, the impact cannet be determined at this time,

PEC also has interests in several other variable interest entities for which PEC is not the primary beneficiary, These
arrangements include equity nvestments in 1§ entities whose operations include affordable housing, venture capital
invesiments, research and development, or real estate activities and two building leases with special-purpose entities,
The majority of the arrangements were entered into price to 2003, A September 30, 2008, the aggregate maxinum
loss exposwre that PFEC could be required to record on its statement of income as a result of these arangements was
517 million, which primanily represents ils net remaining investment in these entities. The creditors of these variable
interest entities do not have recourse to the general credit of PEC in excess of the ageregate maximum boss
EXOSUIE.
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PEF

PEF has interests in five variable interest entities for which PEF i= not the primary beneficiary. These arrangements
mehude equity investments or commitments to invest in three enlities whose operations include venture capital
investments, rescarch and development or environmental remediation activities, and one building lease and one
railcar lease with specisl-purpose entities. The majority of these interests were entered into prior to 2008, At
September 30, 2008, the aggregate maximum loss exposure that PEF could be required to record in its statement of
income as a result of these arrangements was $71 million. The majority of this exposure 15 related to a prepayment
clause in a building capital lease, of which 33 million had been prepaid at September 30, 2008. The creditors of
these variable interest entities do not have recourse to the general credit of PEF in excess of the apErepate maximim
oz exposure,

1. NEW ACCOUNTING STANDARDS

Fair Falwe Measurements - Adoption of FASE Statements Nos. T57 and |59

Refer 1 Note 7 for information regarding our first quarter 2008 implementation of SFAS No. 157, “Fair Value
Measurements” (SFAS Mo, 157

In February 2007, the FASE msued SFAS Noo 139, “The Fair Value Oiption for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Staternent No. 115" (SFAS No. 159}, which permits entities to
choose 10 measure many financial instruments and certain other items af fair value that are not currently required 1o
be measired at fair value. The decision about whether 1o elect the fair valoe option is applied on an instrument by
instrument basis, is imevocable (unless a new election date occurs) and is applied to the entire financial instrument.
SFAS No. 139 was effective for us and the Utilities on fanuary 1, 2008, We and the Utilities did net elect 1o adopt
the fair value option for any financial instroments

FASE Siqff Position No. FIN 39-1, An Amendmens of FIN 39, Offvetting of Amounis Related to Certain Contracts

Cm January 1, 2008, Progress Energy, PEC and PEF implemented FASB Siafl Position Mo. FIN 39-1, “An
Amendment of FIN 3%, Offsetting of Amounts Related 1o Certain Contracts™ (FSP FIN 39-1), which allows a
reporting entity 0 make an accounting election whether or not 1o offset fair value amounts recognized for derivative
instruments and related collateral assets and linbilities with the same counterparty under a master netting agreement,
Prior to the adoption of FSP FIN 3%-1, we and the Utilities offset fair value amounts recognized for derivative
nstruments under master netting arangements. FSP FIN 391 was implemented as a relrpspective change in
accounting principlz and, upon adoption, Progress Energy, PEC and PEF discontinued the offset of fair valse
amouits for such derivatives. The change had no impact on our or the Unlities’ results of operations or equity and
resulted in increases in previously-reported December 31, 2007 assets and labilities, as follows:

_ﬁn amiflipnsi Progress Energy FEC .~ PEF
Current assets £54 39 %35
Moncurrent assets 25 I 24
Current liahilities 54 1% 35
Moncurrent liabilities 25 | 24




FASE Staiement No. 161, Disclosures About Derivavive Instruments and Hedgimg Activities — an amendment af
FASE Statement No. 133

In March 2008, the FASB issued SFAS No. 161, “Disclosures About Derivative Instruments and Hedging Activities
— an amendment of FASB Statement No. 1337 (SFAS Mo, 161), which requires entities to provide enhanced
disclosures about how and why an entity uses derdvative instruments, bow derivative instruments and related hiedged
items are accounted for under SFAS No. 133, and how derivative instruments and related hedged stems affect an
entity's financial pesition, financial performance, and cash flows. SFAS No. 161 requires significant quantitative
disclosures 1o be presented in a abular format, including disclesures of the lecation, by line item, of fair value
amounts of derivative instruments in the balance sheet and the kocation, by line item, of amounts of derivative LA
and bxsses reported in the income statement, SFAS No. 161 also requires entities 1o disclose information regarding
the existence and nature of credit-risk-related contingent features included in derivative instruments that require the
mstrument to be settled or collateral posted in the event of a credit downgrade. SFAS Mo, 161 is effective for s and
the Ltilities on January 1, 2009. The adoption of SFAS No. 161 will change certain disclosures in the notes to the
financial statements, but will have no impact on our or the Utilities' financial position or results of Operions,

3. DIVESTITURE
Al TERMINALS OPERATIONS AND SYNTHETIC FUELS BUSINESSES

On barch 7, 2008, we sold coal terminals and docks i West Virginia and Kenfucky {Terminals} for £71 million in
grosg cash proceeds, The terminals had a total antual capacity in excess of 40 millien wons for transioading, blending
and storing coal and other commedities. Proceeds from the sale were used for general corperate purposes. During
the nine months ended September 30, 2008, we recorded an after-tax gain of $41 million on the sale of these assets.
The accompanying consolidated financial statements have been restated for all periods presented to reflect the
operations of Terminals as discontinued operations.

Prior to 2008, we hisd substantial operations associated with the production of coal-based solid synthetic fucls as
defined under Section 29 (Section 29) of the Code and as redesignated effective 2006 as Section 45K of the Code
(Section 45K and collectively, Section 20/45K). The production and zale of these products qualified for federal
income tax credits so long as cerain requirements were satisfied. As a result of the expiration of the tax credit
program, all of our synthetic fuels businesses were ahandoned and all operations ceased as of December 31, 2007,
The accompanying consolidated statements of income have been restated for all periods presented to reflect the
abandoned operations of our synthetic fuels businesses as discontinued operations.

In addition, as discussed in Mote 1B, the recognition of tax credits gencrated by the prodfuction and sabe of synthetic
fuels historically resulted in significant fluctuations in our effective tax rate for interim periods. Pursuant to the
intrapersod tax allocation rules of SFAS Ne. 109, $(16) million and $6 million of tax levelization (henefit) expense,
which is primarily related to the recognition of synthetic fuels tax credits, s included in the discontineed operations
mcome tax benefit for the three and nine menths ended September 30, 2007, respectively,

Results of Terminals and the synthetic fusls businesses discontinued operations for the three and nine months ended
Seplember 30 were as follows:

Three Months Ended  Nine Months Ended

September 3, September 30,
fire widliroesh 2008 2007 2008 2007
_Revenues . 5 §350 £17 LEEE
(Loss) camings before incomne tax and minority inferest (1 15 9 (43)
Income tax bencfit 1 & 13 g
~ Minority interest portion of synthetic fuel (earnings) losses - (1% {1y i
Net camings from discontinued operations o - 5 2l 72
Gain on disposal of discentinued operations, meluding income
tax expense of 57 - - 41 —
Eamings from discontinsed operations i 54 S61 872
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B. COD - GEORGIA OPERATIONS

On March 9, 2007, our subsidiary, Progress Energy Ventures, Inc. (PVT), entered info a series of transactions to sell
or assign substantially all of jts Competitive Commercial Operations (CC0) physical and commercial assets and
liabilities. Assels divested include approximately 1,90 megawatis (MW ) of gas-fired generation assets in Gieorgia,
The sale of the generation assets closed on June 11, 2007, for a net sales price of 3615 million, We recorded an
estimated loss of 3226 million in December 2006. Based on the terms of the final agreement, during the three and
nine months ended Scptember 30, 2007, we reversed $1 million and $18 million, respectively. after-tax of the
impairment recorded in 2006

Additionally, on June |, 2007, PVI closed the transaction invelving the assignment of a contract partfolio consisting
of full-requirements contracts with 16 Georgia electric membership cooperatives {the Georgia Contracts), forward
gas and power contracts, gas transportation, structured power and other contracts t a third party. This represents
substantially all of cur nonregulated energy marketing and trading operations. As a result of the assignments, PV
made a net cash payment of $347 million, which represents the net cost to assign the Gecrgia Contracts and other
related contracts. In the quarter ended June 30, 2007, we recorded a loss associated with the costs to exil the Georgia
Contracts, and other related contracts, of 3349 million afier-tax (loss inclided in the net eamings (loss) from
discontinued operations m the table below). We used the net proceeds from these transactions for general comorate

PUTpOESs,

The accompanying consolidated financial statements reflect the operations of CCO as discontinued operations.
Inferest expense has been allocated to discontinued operations based on their respective net assets, assuming a
uniform deld-to-equity mtio across our operations, Pre-tax interest expense allocated for the nine months ended
Scptember 30, 2007, was $11 million. We ceased recording depreciation upon classification of the pssets as
discontinued operations in December 2006, Results of CCO discontinued operations for the three and nine months
ended September 20 were as follows:

Three Months Ended Mine Months Ended

September 30, September 30,
v miiliong) 2005 2007 QMG 2007
Revenues & 81 - £407
Loss before income tax - i (5) [444)
Income tax benefit 2 - 4 164
" Net earmings (loss) from discontinued operstions 2 (1 (1} {280}
Ciain on disposal of discontinued operations, including
income lax benefit of 31 and 8, respectively - 1 - 1%
_F_",nriijﬁgs {loss) from discontinued operaticns ) 3= S(1) (262}

. COAL MINING BUSINESSES

On March 7, 2008, we sold the remaining operations of Progress Fucls subsidiaries engaged in the coal miming
business (Coal Mining) for gross cash proceeds of 323 millien. Proceeds from the sale were used for general
corporate purposes. These assels included Powell Mountain Coal Co. and Dulcimer Land Co., which consisted of
approximately 30,004 acres in Lee County, Va. and Harlan County, Ky. As a resull of the sale, during the nine
menths ended September 30, 2008, we recorded an after-ax gain of 37 million on the sale of these assets,
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The accompanying conselidated financial statements reflect Coal Mining as discontinued operations. Results of
Coal Mining discontinued operations for the three and nine months ended September 30 were as follows:

Thres Months Ended Mine Months Ended

September 30, Seplember 30,

_{in millions) 1008 2007 2008 2087
Revenues 5 33 £2 322
Lass before income fax i) (2) (7 (13)
Ine:omee tax benefit - | 2 4
Met boss from discontinued operations (1 () (5} (9
Gain on disposal of discontinued operations, including

income tax expense of 52 - - 7 -
(Losg} eamings from discontinued aperationg %(1) S{Jjn L2 S{D]_

I OTHER MVERSIFIED BUSINESSES

Also included in discontinued operations are amounis related 1o our sales of other diversificd businesses, primarily
related to the sale of eur nstural gas drilling and production business (Gas) and the sale of Progress Rail Services
Corporation {Progress Rail). These adjustments are mainly due 1o the finalization of working capital adjustments
and adjustments in connection with guarantees and indeminifications provided by Progress Fuels and Progress
Energy for cerlain Jegal, tax and environmental matters (See Note 13B). The ultimate resolution of these maiters
could resubt in additional adjustments m future periods. For the nine months ended September 30, 2008, we recorded
additional gains of 33 million, net of tax. For the three and nine months ended September 30, 2007, we recorded
additional gains of $1 millicn and 52 million, respectively, net of tax.

E. NET ASSETS OF DISCONTINUED OPERATIONS
At Decerber 31, 2007, the assets and liabilities of Terminals and the remaining assets and liabilities of Coal Mining

operations were inchaded in net assets to be divested The major balance sheet classes included in assets and
liabilities to be divested in the Conselidsted Balance Sheets were as follows:

fin miliions) December 31, 2007
Inventory 56
Oither current assets 2
Total property, plant and equipment, net 18
Total other assets [}

Acsets i be divesied £k
Accrued expenses 3
Long-term liabilities §

Liabkilitizs to be divested %8

F. CEREDO SYNTHETIC FUELS INTERESTS

O March 30, 2007, our Progress Fuels subsidiary disposed of s 100 percent ownership interest in Ceredo, a
subsidiary that produced and sol qualifymg coal-based solid synthetic Tuels, to a third-party buyer. In addition, we
entered into an agreement 10 operate the Ceredo facility on behalf of the buver, At closing, we received cash
proceeds of 310 million and a non-recourse nole receivable of 554 million. Payments on the note were due as we
produced and sold qualifying synthetic fuels on behalf of the buyer. In accordance with the terms of the agresment,
we received payments on the note related o 2007 production of $49 million during the vear ended December 31,
20407, and a final payment of £5 million during the three months ended March 31, 2008, The note had an interest rate
equal to the three-month London Interbank Offered Rate (LIBOR) rate plus 1%, The estimated fair value of the note
at the inception of the transaction was $48 million. Under the terms of the agreement, the purchase price was
reduced by 7 million during the nine months ended Scptember 30, 2008, based on the fingl value of the 2007
Section 2935K tax credits.
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During the nine months ended September 30, 2008, we recognized previcusly deferred gains on disposal of 35
million based on the final value of the 2007 Section 29/45K tax credits. The operations of Ceredo ceased as of
December 21, 2007, and are recorded as discontinued operations for all periods presented. See discussion of the
abandonment of our synthetic fisels operations at Note 34,

4. REG MATTERS
A. FEC RETAIL RATE MATTERS
BASE RATES

PEC’s base rates are subject fo the repulatory jurisdiction of the NCUC and the SCPSC. In June 2002, the Morth
Carelina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in North Caroling requiring the stale’s
electrie wtilities to reduce the emissions of nitrogen oxides (NOx) and sulfur dioxide (30;) from their North Carolina
coal-fired power plants in phases by 201 3. The Clean Smokestacks Act froze Morth Carolina eleciric utility base
rates for a five-year period, which ended December 31, 2007, unless there were extraordinary events beyond the
control of the wtilities or unless the wilities persistently earmed a retumn substantially i excess of the rate of relurn
established ond found reasonable by the NCUC in the respective utility™s last general rale case, There were no
adjustments to PEC's base rates during the five-year period ended December 31, 2007, Subsequent 1o 2007, PECs
current Morth Caroling base rates are continuing subject 1o iraditional cost-based rate regulation, During the rale
frecze period, the legislation provided for a minimum amortization and recovery of 70 percent of the original
estimated compliance costs of $813 million {or $569 million) while providing significant flexibility in the amount of
annual amortization recorded from none wp o $174 million per year.

On March 23, 2007, PEC filed a petition with the NCUC requesting that it be allowed to amortize the remaining 30
percent {or $244 million} of the original estimated compliance costs for the Clean Smokestacks Act during 2008 and
2009, with discretion W amortize up to 3174 million in either year. Additicnally, among other things, PEC requested
in its March 23, 2007 petition that the NCUC allow PEC to include in its rate hase those eligible compliance costs
exceeding the original estimated compliance costs and that PEC be allowed 1o accrue allowance for funds wed
during construction (AFUDC) on all eligible compliance costs in excess of the original estimated compliance costs.
FEC also requested that any prudency review of PEC's environmental compliance costs be deferred until PEC's
next ratemaking proceeding m which PEC seeks to adjust its base rates, On Oclober 22, 2007, PEC filed with the
MCUC a seftlernent agreement with the NCUC Public Staff, the Carolina Utility Customers Association (CLICA)
and the Carolina Industrial Group for Fair Utility Rates 11 (CIGFUR) supporting PEC™s proposal. The BCUC held a
hearing on this matter on October 30, 2007. On December 20, 2007, the NCUC approved the settlement agreement
on & provisional basis, with the NCUC indicating that it infended 1o initiate a review in 2009 1o consider all
reaspnable alternatives and proposals related to PEC's recovery of its Clean Smokestacks Act compliance costs in
excess of the original estimated compliance costs of 5813 million. Additionally, the NCUC ordered that no portion
of Clean Smokestacks Act compliance costs directly assigned, allocated or otherwise attibutable to another
jurisdiction shall be recovered from PEC's retail North Caroling customers, even if recovery of these oosts is
dizalkowed or denied, i whole or in part, in another jursdiction.

On July 1, 2066, PEC filed a petiton with the ROUC requesting that the NOUC reconsider its order issued
Drecember 20, 2007, and terminate the requirement that PEC amortize any Clean Smokestacks Act compliance costs
in excess of 3569 million, and instead allow PEC 1o place into rate base all capital costs associated with its
compliance with the Clean Smokestacks Act in excess of $569 million,

On September 5, 2008, the NCUC approved PEC’s request o terminate any further accelerated amortization of its
Chean Smokestacks Act compliance costs, The WCUC ardered that FEC shall be allowed to mehade in rate base all
reasonable and prudently incurred environmental compliance costs in excess of $584 million as the projects are
closed to plant in service. As a result of this order, PEC will not amortize 5229 million of the original estimated
compliance costs for the Clean Smokestacks Act during 2008 and 2009, but will record depreciation over the useful
life of the assels

For the three months ended September 30, 2008, PEC did not recognize any amortization. For the nine months
ended September 30, 2008, PEC recognized amortization of $15 million. For the three and nine months ended
September 30, 2007, PEC recognized amontization of $8 million and 325 million, respectively. PEC has recognized
3584 million m cumuolative amortization through September 30, 2008

)



See Note 12B for additional information about the Clean Smokesiacks Act
FUEL COST BRECOVERY

On April 30, 2008, PEC filed with the SCPSC for en increase in the fuel rate charged to its South Carolina
ratepayers. PEC asked the SCPSC to approve a $39 million increase in fuel rates for under-recovered fuel costs
associpted with prior vear settlements and fo meel fiture expected fuel costs. On June 2o, 2008, the SCPSC
approved PEC"s request. Effective July 1, 2008, residential electric bills increased by $5.86 per 1,000 kilowatt-hours
(kWh), or 6.1 percent, for fuel cost recovery.

On June 6, 2008, PEC filed with the NCUC for an increase in the fuel rate charged 1o its North Carolina FElEpayETs,
Subsequently, PEC jointly filed a settlement agreement with CIGFUR, CUCA and the NCUC Public Staff. Under
the terms of the setilement agreement, PEC would collect 3203 million of deferred fuel costs ratably over & three-
year period beginning December 1. 2008, compared with a one-year recovery period proposed in PECs original
request. Amounts to be collected in years beginning December 1, 2009 and 2010, will bear intercst at a rale equirl to
the five-year United States Treasury Note plus 150 basis points. If the settlement agresment is approved, the
increase would take effect on or about December 1, 2008, and would increase residential electric bills by SE.79 per
100D kWh, oe 9.1 percent, A hearing on the setflement agreement was held on September 16, 2008, and an order is
expecied m Movember 2008, We cannot predict the outcome of this matter.

OTHER MATTERS

During 2007, the North Carolina legislatire passed comprehensive energy legislation, which became law on August
20, 2007, Among other provisions, the law allows the utility to recover the costs of new demand-side minagement
{DEM) and energy-efficiency programs through an annual DSM clause, The law allows PEC to capitalize those
costs that are intended 1o produce future benefits and authorizes the NCUC to approve other forms of financial
incentives to the wtility for DSM and energy-efficiency programs, DSM programs include, but are not limited to, any
program or initiative that shifts the tming of electricity use from peak to nonpeak periods and includes load
management, electricity system and operating controls, direct load control, interruptible load and electric system
equiprent and operating controls. PEC has begun implementing a series of DSM and encrgy-cfficiency programs
and, as of September 30, 2008, has deferred $6 million of implementation and program costs for future recovery. On
April 2% and May 1, 2008, PEC fbed for NCUC approval of a todal of five DSM and encrgy-efficiency programs,
inclushing the EnergyWise™ and distribution system demand response (DSDR) programs discussed below,

On Apnl 29, 2008, PEC filed for approval by the NCUC of its EnergyWise™ program, which is a residential
program that offers customers an incentive 1o permit PEC to remotely adjust central air conditioning and heat pumps
in PEC"s eaistern control area and electric resistance heating and water heaters in PEC's western control area in order
to reduce peak demand. PEC"s goal for Energy Wise™ is to have the capability to reduce peak electricity demand by
200 MW by 2017. On October 14, 2008, the NCUC approved PEC's request for its EnergyWise™ program as well
a5 three other DSM and energy-eificiency programs.

Also on Apnl 29, 2008, PEC filed for NCUC approval of is DSDR program, which will provide additional
capability for reducing and shifting peak electricity demand. The program also will reduce the level of natural
electricity loss experienced over long disiribution feeder lines, thereby eliminating the need for additional power
generation 1o compensate for the line losses. PEC anticipates that the program will require an investment of
approximately 5260 million over five years and is expected to reduce peak electricity demand by 250 MW, This
distribution system investment is part of PEC's broader “Smart Grid” strategy and is expected to provide a
foundation for additional initiatives, incleding enhanced system relizbility (through faster cutage isolation and
response) and new capabilitics for incorporating renewable energy resources and other distributed generation ino
PEC's energy mix, Such costs arc expected to be recovered under the provisions of the North Carolina
comprehensive energy legislation. A hearing for the application for approval of the proposed DSDR program has
been scheduled by the NCUC for Diecember 17, 20408,

Cn October 31, 2008, PEC filed with the NCUC for approval of two new energy-efficiency programs and requests
for medifications to three of its approved energyv-efficiency programs.

We cannot predict the outcome of PEC"s DSM and energy-cfficiency filings or whether the programs will produce
the expected operational and economic results.
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On June 6, 2008, and as amended on August 20, 2008, PEC filed an application with the NCUC for approval of a
DEM and energy-efficiency clause to recover the costs of these programs, If approved, residential electric bills
would increase by $1.92 per 1000 KWh, or 2.0 percent. A hearing on the matter has been scheduled by the NCUC
for Decembeer 17, 2008, Although the NCUC is not expected to make a decision on this filing until the first quarter
of 20, PEC has petitioned the NCUC 1o allow PEC o begin collecting the DSM and energy-cificiency related
costs of these programs on December 1, 2008 subject to wrue-up in future proceedings. We cannot predict the
cutcome of this matter

PEC filed a petition on November 30, 2007, with the SCPSC secking authorization 10 create a deferred account for
[5M and encrgy-efficiency expenses. On December 21, 2007, the SCPSC issued an order granting PEC’s petition,
As a resull, PEC has deferred an immaterial amount of implementation and program costs for future recovery in the
South Carolina jurisdiction, On Tune 27, 2008, PEC filed an application with the SCPSC to establish procesdures that
encourage investment in cost-effective energy efficient technologies and energy conservation programs and approve
the establishment of an annual rider to allow recovery for all costs associated with such programs as well as the
recovery of appropriate incentives for investing in such programs. A hearing on this matter is anticipited fo ocour in
the Nirst quarter of 2009, We cannot predict the outcome of this matier,

On February 29, 2008, the NCUC issued an order adopting final rules for implementing Morth Carolina’s
comprehensive energy legislation. These rules provide filing requirements associated with the legislation. The order
required PEC to submit its first annual renewable energy and energy cfficiency pontfolio standard (REFS)
compliance plan as part of its integrated resource plan, which was filed on September 2, 2008, Under the new rules,
beginning in 2009, PEC will also be required to file an annual REPS compliance report demonstrating the actions it
has taken to comply with the REPS requirement, The rules measure compliance with the REPS requirement via
rencwable energy cerificates (REC) eamed after Janwary 1, 2008, The NCUC will purue & third-party REC
tracking system, but will not develop or require participation in a REC trading platform at this time. The order also
eslablishes a schedule and filing requirements for D5M and encroy-efficiency cost recovery and financial incentives,
Rates for the DSM and encrgy-efficiency clause and the REPS clause will be set based on projested costs with true-
up provisiens. On June 6, 2008, and as amended on Aogust 22, 2008, PEC filed an application with the NCUC for
approval of a REPS clause to recover the costs of this program. If approved, the increase would take effect on or
about December 1, 2008, and would increase residential electric bills by $0.45 per 1,000 k'Wh, or 0.5 percent. A
hearing on the matter was held on September 17, 2008, The NCUC is expected to make 1 decision on this matter in
Movember 2008, We cannot predict the outcome of this matier.

On April 30, 2008, PEC filed an Application for Centificate of Public Convenience and Necessity with the NCUC o
constrict a 600-MW combined cycle dual fuel capable generating facility at its Richmond County generation site. A
public hearing on this matter was held by the NCUC on September 3, 2008, On October 13, 2008, the NCUC issued
# Centificate of Public Convenience and Necessity allowing PEC to proceed with plans 1o provide additional
generating and Iransmission capacity to meet the growing energy demands of southern and eastern North Carolina,
PEC expects that the new generating and transmission capacity will be onling by the second quarter of 2011,

On April 30, 2048, PEC submitied a revised Open Access Transmission Tariff {OATT) filing, including & settlement
agreemnent, with the FERC requesting an increase in transmission rates, The purpose of the filing was 1o implement
formula rates for the PEC OATT in order to more accurately reflect the costs that PEC incurs in providing
transmission service. In the filing, PEC proposed to move from a fixed revenue requirement to a formula rate, which
allows for transmission rates to be updated each year based on the prior vear’s actual costs, Settlement discussions
were held with major customers prier to the filing and a semlement agreement was reached on all issues. The
setilemnent proposed a formula rate with a rate of return on equity of 10.8 percent as well as recovery of the
wholesale portion of the terminated GridSouth Transco, LLC (GridSouth) project startup costs over five years. On
June 27, 2008, the FERC approved the settlement. The new rates were effective July 1, 2008, and PEC estimates the
impact of the new rates will increase 2008 revenues by 56 million 1o $8 million.

In 2000, the FERC issued Order 2000, which set minimum characteristics and functions that regional transmission
organizations (RTOs) must meet, including independent transmission service. In October 2000, as a result of Order
2000, PEC, along with Duke Energy Corporation and South Caroling Electric & Gas Company, filed an application
with the FERC for approval of an RTO, GridSouth. In July 2001, the FERC issued an order provisionally approving
GridSouth. However, in July 2000, the FERC issped orders recommending that companies in the southeastern
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United States engage in mediation to develop a plan for a single RTO. PEC participated in the mediation; no
consensus was renched on creafing a southeast BTO. On August 11, 2005, the GridSauth participants notified the
FERC that they had terminated the GridSouth project. By order issued October 20, 2005, the FERC terminated the
Girid South proceeding,

On November 16, 2007, PEC petitioned the NCUC fo allow it to establish a regulatory asset for PEC's development
costs of Grid3cuth pending disposition in a general rte proceeding, On January 14, 2008, the NCUC issued an
order requesting interested parties to file comments regarding PEC's petition on or before January 28, 2008, On
February 11, 2008, PEC filed response comments. On December 20, 2007, the NCUC issued an order for one of the
other GridSouth partners. As part of that order, the NCUC ruled that the utility’s GridSouth development costs
should be amaortized and recovered over a 1l-year period beginning June 2002, On June 4, 2008, the NCUC issued
an order granting PEC the same accounting freatment fo its GridSouth development costs. In accordance with the
UATT sctilement discussed above, in July 2008, PEC began amortization and recovery of the wholesale portion of
PEC's GridSouth development costs over a five-year period. PEC estimates the impact of this wholesale
amortization to be $1 millicn in 2008 and 32 million annually during the remaining amortization period. PEC's
recorded investment in GridSouth totaled 520 million and $22 million a8 September 30, 2008 and December 11,
2HFY, respectively,

The NCUC and the SCPSC approved proposals to accelerate cost recovery of PEC's nuclear generating assels
beginning Jamwary 1, 2000, and continuing through 2009, The aggregate minimum and maximum amounts of cost
recovery are 3530 million and 5750 million, respectively, with flexibility in the amount of annoal depreciation
recorded, from nene 10 £150 million per year. Accelerated cost recovery of these assets resulted in additional
depreciation expense of 310 million and $25 millicn for the three and nine months ended Seplember 30, 2008,
respectively, Mo additional depreciation expense from accelerated cost recovery was recorded for the same periods
in 2007. Through September 30, 2008, PEC recorded cumulative accelesated depreciation of $465 million, of which
$388 million was recorded for the Morth Carolina jurisdiction and $77 million was recorded for the South Carolina
Jurisdiction,

In October 2008, PEC filed, and the SCPSC approved, a petition to terminate PEC's remaining obligation to
pocelerate the cost recovery of PEC™s nuclear generating assets. As & resull of the approval of this petition, PEC will
not be required to recognize the remaining 538 million of accelerated depreciation required 10 reach the minimum
amount of cost recovery for the South Caroling jurisdiction, but will record depreciation over the useful life of the
A35ETS.

B. FEF RETAIL RATE MATTERS
PASE-THROUGH CLAUSE COST RECOVERY

Om August 10, 2006, Florida®s Office of Public Counsel (OPC) filed a petition with the FPSC asking that the FPSC
require PEF 1o refund to ratepayers $143 million, plus interest, of alleged excessive past fuel recovery charges and
50; allowance costs during the period 1996 o 2005, The OPC subsequently revised its claim to $135 million, plus
interest. The OPC clumed that although Crystal River Unit 4 and Crystal River Unit § (CR4 and CRS) were
designed to burn a blend of coals, PEF failed to act to lower ratepayers’ costs by purchasing the most economical
blends of coal. During the period specifiesd in the petition, PEF's cosis recovered through fuel recovery clauses were
annuilly reviewed for prudence and approval by the FPSC. On July 31, 2007, the FPSC heard this matter. On
October 10, 2007, the FPSC issued fts order rejecting most of the OPC’s contentions. However, the 4-1 majority
found that PEF had not been prudent in purchasing a portion of its coal requirements during the period from 2003 o
2005. Accordingly, the FPSC ordered PEF to refund its ratepayers approximately $14 million, including interest,
over a I2-month period beginning January 1, 2008. For the year ended December 31, 2007, PEF recorded a pre-tax
other operating expense of $12 million, interest expense of 32 million and an associated $14 million regulatory
Hability included within PEF's deferved fuel cost #t December 31, 2007. On October 25, 2007, the OFC requested
the FPSC o reconsider its October 10, 2007 order asserting that the FPSC erred in not ordering a larger refund. PEF
filed its opposition to the OPC's request on November |, 2007 On February 12, 2008, the FPSC denied the OPC's
request for reconsideration, Meither PEF nor OPC filed an appeal 1o the Florida Supreme Court of the FPSC's
October 10, 2007 order, The FPSC also ordered PEF 1o address whether it was prudent in its 2006 and 2007 coal
purchases for CR4 and CR3. On Qetober 4, 2007, PEF filed a motion 1o establish a separate docket on the prudence
of its coal purchases for CR4 and CRS for the years 2006 and 2007. Om October 17, 2007, the FPSC granted that
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motion. The OPC filed testimony in support of its position to require PEF to refund at least £14 million for allezed
excessive fuel recovery charges for 2006 coal purchases. PEF believes its coal procurement practices have been
prudent. A hearing on PEF's 2006 and 217 coal purchases has been scheduled for April 13-15, 2009, We cannot
predict the sitcome of this matter,

On May 30, 2008, PEF filed a petition with the FPSC requesting a mid-course correction to its fuel Cost-FECovery
factors to recover an additional 5213 million in 2008, primarily due o riging fuzl costs. In accordance with a FPSC
order, investor owned utilities must file a notice with the FPSC if the year-end projected over- or under-recovery of
fuel costs is expected 1o be greater than 10 percent of projecied fwel revenues. The mid-course comection woukd
have resulted m a residential fuel rate increase of S12.07 per 1,040 kWh for the pericd August through December
2008, Cmn July 1, 2008, the FPSC approved recovery of the 5213 million projected vear-end under-recovery, but
aliowed PEF to recover 50 percent in 2008 and 50 percent in 2009, Therefore, the increase in the fuel rate for the
period August threugh December 2008 is 36.03 per 1,000 kWh. This increase is partially offset by the expiration of
PEF’s storm cost-recovery surcharge of $3.61 per 1,000 kWh effective August 2008 Consequently, beginning with
the first billing cycle in August and including gross receipts 1ax, residential electric bills incressed by 3248 per
|,000 k'Wh, or 2.29 percent.

On October 15, 2008, PEF filed a request with the FPSC 1o seek approval of a cost pdjustment for the under-
recovery of fuel costs in 2008 and other recovery-clause factors. PEF asked the FPSC 1o approve an increase in
resichantial electric bills by $27.23 per 1,000 kWh, or 24.7 percent, effeciive Janwary 1, 2009, The incrense in
residential bills is primarily due to increases of $14.09 per 1,000 kWh for the projected recovery of fuel costs, §9.74
per 100G KWh for the projected recovery through the capacity cost-recovery clause and $2.50 per 1,000 kWh for the
projecied recovery through the environmental cost-recovery clause (ECRC), The increase in the CApECity cost-
recovery clause is primarily the result of projecied cosis to be incurred in 2009 wnder the nuclear cost-recovery rule
discussed bebow for the proposed Levy Units 1 and 2 and the Crystal River Unit No. 3 Nuclear Plant (CR3) uprate
less the projected reduction in capacity costs. The increase in the ECRC is primarily due 1o the recovery of emission
allowance costs (See MNote |2B) and the return on assets expected to be placed in service in 2009, The FPSC is
scheduled to hold hearings on the cost adjustment proposal November 4-6, 2008, We cannot predict the cutcome of
this matter.

CRY ipraie

On Seplember 22, 2006, PEF filed a petition with the FPSC for Determination of Meed to uprate CR3 and bid rule
exemption, and for recovery of the revenue requirements of the uprate through PEF's fuel recovery clause. To the
extent the expenditures are prudently incurred, PEF’s investment in the CR3 uprate is eligible for recovery through
base raes. PEF's petition would allow for mose prompl recovery. The petition filed with the FPSC included
estimated project costs of approximately 3382 million. These cost estimates may continue to change depending upon
the results of more detailed engmeering and development work and increased material, labor and equipment costs.
The multi-stage uprate will increase CR3"s gross output by approximately 180 MW by 2012, On February 8, 2007,
the FPSC issued an order approving the need certification petition and bid rale exemption. PEF reccived NRC
approval for a license amendment and implemented the first stage’s design modification on January 31, 2008, at a
cost of 89 million. PEF will apply for the required license amendment for the third stage’s design modification.

On February 29, 20608, PEF filed a petition amending its recovery request and asked for recovery of costs incurred in
2007 and 2006 throwgh the capacity costerecovery clause under Florida's comprehensive energy legislation and the
FPSC"s nuclear cost-recovery rule. This request was based on the regulatory precedence established by a FPSC
order to an unaffilisted Florida utility for a nuclear uprate project. On May 1, 2008, PEF filed with the FPSC for an
increase in the capacily cost-recovery clause for estimated costs incurred in 2008 and projected costs to be incurred
in 2009 under the FPSC nuclear cost-recovery rule. PEF petitioned the FPSC to approve a $25 million increase in
the capacity cost-recovery revenee requirement for costs associated with subsequent stages of the CR2 uprate. If
approved, the increase would take effect with the first billing cycle for 2009 and would increase residential electric
bills by 30.70 per 1,000 kWh. After PEF's completion of a transmission study and additional engineering studies,
the current project estimate of fully loaded costs is §364 millien, On August 19, 2008, the FPSC granted PEF's
petition 10 amend it request to recover costs for the nusclear uprate project under the nuclear cost-recovery mle.

O Seplember 19, 2008, PEF filed a petition with the FPSC 1o approve a base rate increase for the remaining
revenue requirements for the first stage costs. PEF's 2008 revenue requirements for recovery of the first stage’s
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costs were included in the capacity cost-recovery clause. On October 28, 2008, the FPSC approved a $1 million base
rale increase for costs associated with the first stage of the CR3 uprate. Base rates will increass for residential
customers by $0.04 per 1000 kWh, or ©.1 percent, beginning in January 2009, On October 14, 2008, the FPSC
voted to approve 324 million for costs associated with the CR3 uprate in establishing PEF's 2008 capacity cost-
reciery ¢lanse factor.

OTHER MATTERS

U March 11, 2008, PEF filed a petition for an affirmative Determination of Need for its proposed Levy Units | and
2 nuclear power plants, together with the associated facilities, including transmission lines and substation facilities.
Levy Units 1 and 2 arc needed to maintain electric system reliability and integrity, fuel and gencrating diversity and
Lo continue to provide adequate electricity to its ratepayers at a reasonable cost. Levy Units 1 and 2 will be advanced
passive light water nuclear reactors, each with a generating capacity of approximately 1,092 MW {summer rating )
PEF proposes to place Levy Unit | in service by June 2006 and Levy Unit 2 in service by June 2017, The filed, non-
binding project cost estimate for Levy Units | and 2 is approximately $14 billion for generating facilities and
approximately $3 hillion for associated transmission facilities. The hearing was held on May 21-23, 2008, and the
FPSC issued the final order granting the petition for the Determination of Need for the proposed nuclear power
plants on Aupgust 12, 2008,

O March 11, 204, PEF also filed a petition with the FPSC o open a discovery docket regarding the acwual and
projected costs of the proposed Levy nuclear project. PEF filed the petition to assist the FPSC in the timely and
adequate review of the project’s cost recoverable under the nusclear cost-recovery rule. On May |, 2008, PEF filed a
petition for recovery of both preconstruction and camrying charges on construction costs incurred or anticipated to be
incurred during 2008 and 2009 under the nuclear cost-recovery rule. Based on the affirmative vote by the FPSC on
the Determination of Need for the Levy nuclear project, PEF filed a petition on July 15, 2008, to recover all
prudently incurred costs under the nuclear cost-recovery rule, On October 14, 2008, the FPSC voled to approve the
inclusion of preconstruction and carrying charges of 3357 million as well as site selection cosis of $38 million in
establishing PEFs 204K capacity cost-recovery clause factor.

5 EQUITY AND COMPREHENSIVE INCOME

A EARNINGS PER COMMON SHARE

A reconciliation of our weighted-average number of common shares outstanding for basic and dilwtive camings per
share purposes follows:

Three Months Ended Ming Months Ended
o September 30, September 30,
fin miffions) 20058 007 2008 2007
Weighted-average common shares - basic m 257 2ok st
et effect of dilutive stock-based
compensation plans - - - -
WL‘ith:d-Ml:‘EEt shares — Mully dilufive 261 257 il 256




B. COMPREHENSIVE INCOME

Progress EI'IEJEP
Three Months Ended $eptember 30,
fin milliowns) 008 2007
el income 5309 $319
Other comprehensive income (loss)
Beclassification adjustrments included in net income
Change in cash flow hedges (net of tax expense of §- and %-,
respectively) 1 1
Met unrealized gains (losses) on cash flow hedpes (net of tax (expense)
benefit of ($1) and 57, respectively) | {11}
Other comprehensive income (loss) 2 {10}
Comprehensive income 5311 5309

Mine Months Ended September 30,

fin millions) 200E 2047
Met income £T13 3401
Orther comprehensive income (loss)
Reclassification adjustments included in net income
Change in cash flow hedges (net of tax expense of $1 and 32,
respeciively) 2 4
Change m unrecognized items for pension and other postretirement
benefits (net of tax expense of 31 and $-, respectively) i 2
Met unrealized gains (losses) on cash flow hedges (net of tax (expense)
benefit of (£3) and 35, respechively) 5 (%)
Other (net of tax benefit of $3) ¥ (1)
(rher comprehensive income [boss) 4 (53
Comprehensive income 573 530

EX|



PEC

Three Months Ended September 30,
fir mr'r_f_myu; 2008 2007
Met income 5201 S204
Other comprehensive income {boss)
Reclassification adjustments included in net income

Change in cazh flow hedges (net of tax expense of $-) 1 -
Met unrealized gains (lossesh on cash flow hedees (net of tax benefit of 5-
and 31, respectively) 1 (2}
CHher comprehensive income (loss) ] (2
Comprehensive income 5203 §202

Mine Months Ended September 30,
{in millicns) 2008 2007
Net income 3418 5416
Crther comprehensive income (loss)
Reclassification adjustments included in net income

Change in cash Alow hedges inet of tax expense of 5-) | 5
Met unrealized losses on cash flow kedges (net of 1z benefit of 32 and
51, respectively) (4) (i
Oher {net of tax benafit of $1) - i4)
Other comprehensive loss ' (3} (5
Comprehensive income 3425 411
PEF
Three Months Ended Seplember 30,
 fin millions) 2018 2007
Met income 5143 S138
Dither comprehensive loss
Met unrealized losses on cash flow hedoes (et of tax benefit of §&) (1)
Oither cnmpr:iwnsiw. loss - (10}
'Cnmprrhcmi!.n: income 5143 E128

Mine Months Ended September 30,
{in millions} 20 2007
Met income §335 8267
Other comprehensive income (loss)
Met unrealized gains (losses) on cash flow hedges (net of tax (expense)

benefit of (35) and 35, respectively) B (B)
CHher comprehensive income (loss} ] (8}
Comprehensive income 5343 1259

C. COMMON STOCK

At December 31, 2007, we had 300 million shares of common stock authorized under our charter, of which
approximately 260 million were outstanding. At December 31, 2007, we had approximately 30 million unissued
shares of commaon stock reserved, primarily to satisfy the requirements of our stock plans. In 2002, the board of
directors authorized meeting the requirements of the Progress Energy 401(k) Savimgs and Stock Ownership Plan
{41H1{k}} and the Investor Plus Stock Purchase Plan with original issue shares. For the three and nine months ended
September 30, 2008, respectively, we issued approximately 1.5 million shares and 2.5 million shares of common
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stock resulting in approximately 364 million and 3106 million in procecds. Included in these amounts were
approximately 1.5 million shares and 2.4 million shares for proceeds of approximately $63 million and $104 mmillion,
respectively, 10 meet the requirements of the 401(k) Plan and the Investor Plus Stock Purchase Plan, For the three
and nine months ended Seplember 30, 2007, respectively, we issucd approximately 0.3 million shares and 3.0
million shares of common stock resulting in approximately $12 million and $134 million in proceeds. Included in
these amounts were approximately 0.2 million shares and 0.7 million shares for proceeds of approximately $12
million and $35 million, respectively, to meet the requirements of the 401(k) Plan and the Tnvestor Plus Stock
Purchase Plan.

. DEBT AND CREIT FACILITIES AND FINANCING ACTIVITIES

Material changes, if any, to Progress Encrgy®s, PEC's and PEF™s debt and credit facilities and financing activities
since December 31, 2007, are described below.

On January 8, 2008, PEF's shell registration statement became effective with the United States Securities and
Exchange Commission (SEC). The registration statement initially allowed PEF to jssue up to §4 billion in first
mortgage bonds, debt securities and preferred stock in addition to $230 million of previously regiztered but unsold
securitics,

On February 1, 2008, PEF paid at maturity $80 million of its 6.875% First Mortgage Bonds with available cash on
hand and commercial paper borrowings,

On March 12, 2008, PEC and PEF amended their revolving credit agreements (RCA )} with a syndication of finanetal
institutions to extend the termination date by one year. The extensions were effective for both utilities on March 28,
2008, PEC™s RCA iz now achedubed to expire on June 28, 2011, and PEF's RCA is now scheduled 1o expirz on
barch 28, 2011,

On March 13, 2008, PEC issued $325 million of First Mortgage Bonds, 6.30% Series duc 2038, The proceeds were
used Lo repay the maturity of FEC"s $300 million 6.65% Medium-Term Notes, Series D, due April 1, 2008, and the
remainder was placed in temporary investments for general corporate use as needed.

On April 14, 2008, the Parent amended its RCA with a svndication of financial institations 10 extend the termination
date by one year, The extension was effective on May 2, 2008, The RCA is now scheduled 1o expire on May 3.
2002

On May 27, 2008, Progress Capilal Holdings, Inc., one of our wholly owned subsidiaries, paid at maturity its
remaiming cwlstanding debt of $43 million of 6 46% Medium-Term Motes with available cash on hand.

On June 18, 2008, PEF issued 3500 million of First Morigage Bonds, 5.65% Series due 2008 and §1.000 billion of
First Morigage Bonds, 6.40% Seres due 2038, A portion of the proceeds was used to repay PEF's utility money
pool borrowings and the remaining proceeds were placed in temporary investments for general corporate use as
needed. On August 14, 2008, PEF redeemed the entire cwtstanding $450 million principal amount of its Scries A
Fleating Rate Notes due November 14, 2008, at 100 percent of par plus accrued interest, The redemption was
funded with a portion of the proceeds from the June 18, 2008 debt issuance,

On Movember 3, 2008, the Parent borrowed S600 million under its RCA to reduce rollover risk in the commercial
paper markets. We will continus to monitor the commiercial paper and short-term credit markets to determine when
to repay the outstanding balance of the RCA loan, while maintaining an appropriste level of liquidity.

7. FAIR VALUE MEASUREMENTS

In September 2006, the FASB issued SFAS No. 157, which defines fair value, establishes a framework for
measuring fair value under GAAF, and requires enhanced disclosures about assets and liahilities carried at fair
vitlue, SFAS No. 157 also establishes a fair value hierarchy that categorizes and pricritizes the inputs that should be
used 1o estimate fair value. In February 2008, the FASE isued FSP No. FAS 157-2, “Effective Date of FASE
Statement No, 157" which delays for us the effective date of SFAS No. 157 until January 1, 2009, for all
nenfinancial assels and nonfinancial liabilities, except for those thal are recognized or disclosed at fair value in the
financial stalements on a recurring basis (at least anpually),
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We implemented 5FAS Mo. 157 as of January |, 2008, for all recurring financinl assets and liabilities. The adoption
of SFAS Mo. 157 for recurring financial assets and liabilities did not have a maternal impact on our or the Utilitics'
financial position or results of operations. We utilized the deferral provision of FSP No. FAS 157-2 for all
nonrecurring nonfinancial assets and liabilities within fts scope. Major categories of our assets and lishilities 10
which the deferral applies include reperting units and long-lived asset groups measured at fair value for impairment
purposes, assel relirement obligations initially recognized at fair vahee. and nonfinancial liabilitics for exil and
dizposal costs and indemmiflications initially measured at Gur value, We do not expect the January 1, 2009, adoption
of SFAS No. 157 for nonrecurring nonfinancial assets and liabilities to have a material impact on our or the Utilities'
financial position or results of operations,

SFAS Mo. 157 defines fair value as the price that would be received 1o s2ll an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date (ie, an exit price. SFAS No. 157
permits the use of a mid-market pricing convention (the mid-point price between bid and ask prices) as a practical
expedient and requires the use of market data or assumptions that market participants would use in pricing the asset
or liability, including assumptions about risk and the risks inherent in the inputs to the valuation technique. These
inputs can be readily observable, cormoborated by market data, or generally unobservable. SFAS No. 157 requires
thast valuation technigques maximize the uze of observable inputs and minimize the use of uncbservable inputs,

SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs used o measure fair value, and requires
fair value measurements to be categorized based on the observability of those inputs. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities {Level 1 inputs) and the lowest
priority to unohservable inputs (Level 3 inputs). The three levels of the fair value hierarchy defined by SFAS Mo
157 are as follows;

Level 1 = The pricing inputs are unadjusted quoted prices in active markets for identical ascets or linbilities
as of the reporting date. Active markets are those in which transactions for the asset or liability occur in
sufficient frequency and volume to provide pricing infermation on an ongoing basis. Level | primarily
consists of financial instruments such as exchange-traded derivatives and listed equities.

Level 2 — The pricing inputs are inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly, Level 2 includes those financial instruments that are
valued using models or other valuation methodologies. These models are primarily industry-standard
madels that consider varous assumptions, including quoted forward prices for commodities, time value,
volatility factors, and current marketl and contractual prices for the underlving instrumenits, as well as other
relevant economic measures, Substantially afl of these assumptions are observable in the marketpiace
throughout the full term of the instrument, can be derived from observable data or are supported by
observable levels at which transactions are executed in the marketplace, Instruments in this catepory
include non-exchange-traded derivatives such as over-the-counter forwards, swaps and options; certain
marketable debd securities; and Nnancizl mstruments traded in less than active markets,

Level 3 — The pricing inputs include significant inputs that are generally less observable from ohjective
sources. These inputs may be used with internally developed methodologies that result in management's
best estimate of fair value. Level 3 instruments may inclhide longerterm instruments that extend into
pericdds where queded prices or other observable inputs are not available,
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The Fellowing tables set forth by level within the fair value hierarchy our and the Utilities” financial assets and
liabilities that were accounted for at fair value on a recurring basis as of September 30, 2008, As required by SFAS
No. 157, financial assets and liabilities are classified in their entirety based on the lowest level of input that is
significant to the fair value measurement. Our assessment of the significance of a particular input to the Fair value
mieasurement requires judgment, and may alfecl the valuation of fair value asseis and liabilities and their placement
within the fair value hierarchy levels.

Pragress Energy
{in midifiong ) Level | Level 2 Level 3 Tuotal
Asseds:
Commodity derivatives & 130 539 169
Interest rale denvatives = 4 = 4
Muclear decommissioning frust funds T3 497 - 210
Oither marketable securities Ll 41 6l
Todal assets $733 5672 $39 $1_ddd
Liabilities:
Commodity derivatives 8- B(228) F{20) $248)
Interest rate derivatives - (2) = ()
CVO denvatives - {36} i (16}
Total liabilities 1 31 266 5(20) S(286)
PEC
(e il Level 1 Level 2 Level 3 Total
Assels;
Commexdity derivatives 5 514 %6 520
Interest rde dervatives 2 7 = )
Muchear decommissioning trust Tunds 423 00 - 723
{Hher marketable securities 4 - 4
Total assers 5427 L6 36 5749
Liahilities:
Commodity derivatives 35— S(32) SO0 (423
Interest rate derivatives - (1} - (1}
Total liabilies 5- B(35) £(10) Si43)
PEF _
i milivoen) Level 1 Level 2 Level 3 Total
Assets:
Cominadity dermvitmees i AR £33 2149
Muclear decommissioning trusl funds 294 197 487
Other marketable securities N - - I
Total asaets 5291 313 g3 £637
Liahilities:
Commodity derivatives E- E(196) FI0} Bi206)

The determination of the fair values above incorporates variows factors required under SFAS No. 157, including
risks of nonperformance by us or our counterpartics. Such risks consider not onlv the credit standing of the
counterparties involvesd and the impact of credit enhancements {such as cash depesits or letters of credit), but also
the impact of our and the UHilities" eredif risk on cur liabilities.

Commodity derivatives reflect positions held by us and the Utilities. Moat over-the-counter commadity and interest
rate derivatives are valued using financial models which wilize ohservable inputs for similar instruments, and are
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classified within Level 2. Other derivatives are valued utilizing inputs that arc not observable for substantially the
full term of the contract, or for which the impact of the unobservable pericd is significant 1o the fair value of the
derivative. Such derivatives are classified within Level 3. See Note 9 for discussion of risk management activities
and derivative fransacions,

Muclear decommissiening trust funds reflect the assets of the Utilities’ nuclear decommissioning trusts, as discussed
in Mote 13 of the 2007 Form 10-K. The assets of the trusts are invested primarily in exchange-traded equity
securities (classified within Level 1) and marketable debt securities, most of which are valued using Level | inputs
for similar instruments, and are classified within Level 2.

Other marketable securities primarily represent available-for-sale debt and equity securities used to fund cenain
emploves benefit cosis,

We issued Contingent Value Obligations (CVOs) in connection with the acquisition of Florida Progress Corporation
(Florida Progress), as discussed in Note 15 in the 2007 Form 10-K, The CVOs are derivatives recorded at fair value
based on quoted prices from a less than active market, and are classified os Level 2.

The following tables set forth a reconciliation of changes in the fair value of our and the Utilites’ commodity
derivatives classified as Level 3 in the fair value hisrarchy for the three and nine months ended September 30, 2008,

Progress Evnergy

fim millions)

Three Months Erded
September 30, 2008

Nine Months Ended
Seplember 30, 2008

Dierivatives, net a beginning of period £l L6
Total gains (losses), realized and wnrealined:
Included in earmings - .
Included in other comprehensive income
Dreferred as regulsiony assets and liabilities, net {145} RN
Purchases, isswances and seftlements, net . =
Transfers out of Level 3, net I 1
Derivatives, net @l end of period 519 1
PEC
Three Months Ended Nine Manths Ended
fin millions) September 30, 2008 Septemnber 30, 2008
" Derivatives, net at beginning of period $i6 56
Total gains (losses), realized and unrealized:
Included in earnings .
Included in other compeehensive income -
Deferred as regulatory assets and liabilities, net [E ] (123
Purchases, issuances and settlemends, net - -
Transfers out of Level 3, et 2 2
Derivatives, nel s end of persod 5i4) 54

PEF )
Three Months Ended Mine Months Ended
{in milfions) September 30, 2008 September 30, 2(48
Deerivativis, net &l beginning of period 5127 520
Total gains {losses), realized and wnrealized:
Included in eamings e ¥
Icluded in other comprehensive income - el
Dreferred as regulalory assets and liabilitics, net (103} 4
Purchases, issuances and seftlements, net -
Transfers out of Level 5, net {1) (13
Derivatives, set at end of period 323 £13
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Substantially all unrealized gains and bosses on desivatives are deferred as regulatory liabilities or assets consistent
with rafemaking treatment.

Transfers out of Level 3 represent existing assets or liabilitics that were previously classified as Level 3 for which
the lowest significant input became observable during the period.

8. BENEFIT PLANS

We have noncontributory defined benefit retirement plans that provide pension benedits for substantially all full-time
employess. We also have supplementary defined benefit pension plans that provide benefits to higher-level
employees. In addition to pension benefits, we provide contributory other postretirement benefits (OPER), including
certain health care and life insurance benefits, for retired employees who meet specified criteria. The components of
the net periodic benefit cost for the respective Progress Registrants for the three and nine months ended Seplember
30 ware:

Progress Energy
Other Postretirenient
Pension Benefits Benefits
Threc Months Ended September 30,
fin miliions) 2005 2007 2008 2007
Service cost 11 13 L g2
Interest cose 33 i b ]
Expected return on plan assets (45} (38) (¥ (1)
Amortization of actuarial loss {gain) ™ = 4 AL (2}
Ciher amortization, net '™ 1 - 1 I
Met periodic cost L 310 g1 4
CHher Postretirement
Pension Benefits Benefits
Mine Months Ended September 30,
(i miflions) 2008 2007 2 2T
Service cost 535 1§35 1] 55
Inferest cost H] ] 15 24
Expected return on plan assels (127} {116} 4 (4]
Amortization of actuarial boss ™ 5 11 1 1
Other amortization, net ™ 2 1 i 4
Met periodic cost 10 523 £31 £30

" Adjusted 1o reflect PEF"s rate ireatment. Sce Note 168 in the 2007 Form 10-K.
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PEC

Other Postretirement
Pension Benafits Benefits
Three Months Ended September 3,
{im milfiong) 2008 2007 2008 00T
Sarvice cosl 55 £7 51 52
Interest cost 15 14 5 2
Expected returmn on plan assets (17} (143 i1 {1
Amortization of actuanal loss (gain) - 4 - (2}
Uther amortization, net 1 = = i
Met periodic cos 54 511 35 £l
Other Postretirement
Penzion F!:_r!a:ﬁr.s Benefits
Nine Months Ended September 30,
fir mj'ﬂj'a.lrs:i' 200% 2007 2008 2007
Service cost 317 517 53 78
[mierest cost 43 42 13 11
Expected return on plan asseis (4% (45) i3 (3}
Amortization of actuarial loss 4 o i
Cher amortization, net 2 2 1 1
Net periodic cost 517 $25 514 513
PEF
Crher Postretirement
Pension Benefits Benefits
Threz Months Ended September 30,
fin midilions) 20ME 2007 2 2007
Service cost &4 b 51 -
Interest cosl 14 13 4 4
Expected retum en plan asseis (24) {21} -
Dither amortization, nel - - I
Met periodic {benefit) cost i) L TEN] 85 55
Cither Postrefiremenl
Pension Benefits Bencfis
Wine Months Ended Sepiember 36,
e milfioms ) et |11 2T 2008 o EIEI-I:IT
Service cost £13 512 51 £1
Interest cost 4l i9 11 I
Expected returmn on plan assets (68 (6] (1 (1)
Amaortization of actuarial loss - - 1 I
_Other amaortization, net = 1 3
Net periodic (benefit) cost 5(15) 5(12) B §15
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9 ISK MANAGEMENT A

We are exposed to various nisks related to changes in market conditions. We have a risk management committee that
includes semior executives from vasious business groups. The risk management commitiee is responsible for
administering risk management policies and monitoring compliance with those policies by all subsidiaries. Linder
our risk policy, we may use a variety of instruments, including swaps, options and forward contracts, 1o manage
exposure io flectuations in commodity prices and interest rates. Such instruments contadn credit risk il the
counterparty fails to perform under the contract. We minimize such risk by performing credit reviews WSINE, AMONg
other things, publicly available credit ratings of such counterparties. Potential nonperformance by counterparties is
not expected 1o have a material effect on our financial position or results of operations,

As discussed in MNote 7, in connection with the acquisition of Florida Progress during 2000, the Parent issued 986
million CV0s. The CVs are denvatives and are recorded at fair value. The unrealized boss/gain recognized due 1o
changes in fair value is recorded in other, net on the Consolidated $tatements of Income. At Seprernber 30, 2008 and
December 31, 2007, the CVO liability included in other liabilities and deferred credits on our Consolidated Balance
Sheets was $36 million and $34 million, respectively.

A, COMMOIITY DERTVATIVES
GFENERAL

Most of our physical commodity contracts are not derivatives pursuant to SFAS No. 133 er qualify and arc elected
as normal purchases or sales pursuamt 1o SFAS Mo, 133, Therefore, such contracts are not recorded at fair valoe.

In 2003, PEC recorded a 538 million pre-tax ($23 million after-tax) fair value loss transition adjustment pursuant to
the provisions of FASBE Derivatives Implementation Group Issue C20, “Interpretation of the Meaning of Not Clearly
and Closely Related in Paragraph 10{b) regarding Contracts with a Price Adjustment Feature™ (DG Issue C20). The
related liability is being amortized to eamnings over the term of the related contrace {See Note 11), At September 30,
2008, and December 31, 2007, the remaining liability was $8 million and $10 million, respectively,

DISCONTINUED OPERATIONS

In January 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fisels
cash flow exposure to the risk of rising oil prices over an average annual oil price range of $63 to $77 per barrel on a
Mew York Mercantile Exchange (NYMEX) basis. The notional quantity of these oil price hedge instraments was 25
million barrels and provided protection for the equivalent of approximately eight million tons of 2007 symhetic fuels
production. The cost of the hedges was approximately 563 million. The contracts were marked-to-market with
changes in fair value recorded through eanings. Approximately 34 percent of the notional quantity of these
contracts was enfered into by Ceredo. As discussed in Motes 1C and 3F, we disposed of our 14 percent ownership
interest in Ceredo in March 2047, Progress Energy remains the primary beneficiary of, and consolidates Ceredo in
accordance with FIN 46R. with a [{d percent minority interest. Consespuently, subsequent to the disposal there was
no et eamings impact from Ceredo’s operations, which ceased as of December 31, 2007, At December 31, 2007,
the 3234 million fair value of theze contracts, including 379 million at Ceredo, was mcluded in receivables, net on
the Consolidated Balance Sheet. We had a $108 million cash collateral liability related 1o these contracts at
December 31, 2007, included in other current liakilitics on the Consolidated Balance Sheet. The contracts ended on
Crecember 31, 2007, and were seltled for cash on January 8. 2008, with no material impact to 2008 earnings. For the
three months ended September 30, 2007, we recorded net pre-tax gains of 374 millon related o these confracts,
mehuding 526 million attributable to Ceredo, which was attributed 1o mincrity interest for the portion of the gain
subsequent to disposal. For the nine months ended September 30, 2007, we recorded net pre-tax gains of 105
million related to these contracts, including 536 million attributable 10 Ceredo, of which $21 million were attributed
to minority interest for the portion of the gain subscquent to disposal.

ECONCMICT DERIVATIVES

Derivative products, primanly electricity and natural gas conlracts, may be entered into from time to time for
economic hedging purposes. While management believes the economic hedges mitigate exposurss to fluctuations in
comimadity prices, these instruments are not designated as hedges for accounting purposes and are monitored

4l



consistent with trading positions. We manage open positions with strict policies that limit our exposure to marke
risk and require daily reporting to management of potential financial exposures,

The Liilities have derivative instruments related to their exposure 1o price fluctuations on fuel oil and natural gas
purchases. Substantially all of these instruments receive regulatory aceounting treatment. Related unrealized ERiNS
and bosses are recorded in regulatory liabilities and regulatory assets on the Balance Shects, respectively, until the
contracts are settled. Once setibed, any realized gains or losses are passed through the fuel clause. During the three
snd nine months ended September 30, 2008, PEC recorded 3 nel realized gain of S6 million and %12 million,
respectively. During each of the three and nine months ended September 30, 2007, PEC recorded a net realized loss
of 36 million. During the three and nine months ended September 30, 2008, PEF recorded a net realized pain of
5118 million and 3237 million, respectively. During the three and nine months ended September 30, 2007, PEF
recorded a net realized loss of 323 million and $435 million, respectively.

The December 31, 2007 balances discussed bebow reflect the retrospective sdoption of FSP FIN 39041 (Ses Note 2L

Al September 30, 2008, the fair value of PEC's commedity derivative instruments was recosded a3 2 %1 million
short-term derivative asset position included in prepayments and other current assets, a $19 million long-lerm
derivative assel position included in other assets and deferred debits, a 324 million short-term libility position
included in other current liabilities, and a $18 million long-term derivative linhility position included i other
liabilities and deferred credits on the PEC Consolidated Balance Sheet, At December 31, 2007, the fair value of such
mstruments was recorded as a $19 million ong-term derivative asset position included in other assets and deferred
debits and a $4 million short-term derivative liability position included in other current linbilities on the PEC
Consolidated Balance Sheet. PEC had no cash collateral position at September 30, 2008 or December 31, 2007,

At September 30, 2008, the Gur value of PEF's commodity derivative instruments was recorded a3 3 £59 million
short-term derivative asset position included in current derivative assets, a $%0 million long-term derivative asset
posttion included in derivative assets, a 5133 million shori-term liability position included in derivative liabilities,
and & 373 million long-term derivative liahility position included in other ligbilities and deferred credits on the PEF
Balance Sheet, Af December 31, 2007, the fair value of such instruments was recorded as an 583 million slort-term
derivative asset position included in current derivative assets. a $100 million long-term derivative asser position
msheded in derivative assets, a 338 million short-term lability position included in derivative labilitics, and a 59
million long-term derivative liability position included in other liabilities and deferred credits on the PEF Balance
Sheet, Certain counterparties have posted cash collateral with PEF in support of these instruments. PEF had a $14
million cash collateral recervable included in prepayments and other current assets and & 5314 million cash collateral
liability included i other current Jiabilities at Seplember 30, 2008, on the PEF Balance Sheet, and no cash collateral
position at December 31, 2007,

CASH FLOW HEMGES

FPEC designates a portion of commodity denivative instuments as cash flow hedges under SFAS Mo, 133, The
ohjective for holding these instruments is to hedge exposure 1o market risk associated with fluctuations in the price
of power for gur forecasted sales. Realized gains and losses are recorded net in operating revenues. At September
30, 2008 and December 31, 2007, neither we nor the Utilities had material cutstanding positions in such contracts.
The ineflective portion of commadity cash flow hedges was not material to our or the Utilities" results of operations
fuor the thres and nine months ended September 30, 2008 and 2007,

At Spplember 30, 28 and December 31, 2007, neither we nor the Utilities bad amounts recorded in accumulated
other comprehensive imcome relsted fo commodity cash flow hedges.

B. INTEREST RATE DERIVATIVES - FAIR VALUE OR CASH FLOW HEDGES

We use cash flow hedging strategies to reduce exposure 1o changes in cash flow due o fluctuating interest rates. We
uwse fair value hedging strategics to reduce exposure to changes in fair value doe 1o interest rate changes. The
notionit] amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss. In the
event of defaull by the counterparty, the exposure in these transactions is the cost of replacing the agreements at
current market rates,
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CASH FLOW HEDGES

The fair values of open interest rate hedges at September 30, 2008, and December 31, 2007, were as follows:

- Septermber 30, 2008 December 31, 2007
Progress PEC PEF Progress
{in mrillices) Energy Encrey PEC PEF
Fair value of assets 34 52 i b i 3
Fair waloe of liakilities (21 {1} - {12} (12} -
Fair value, net 52 31 - 12y 212} 5~

Gains and losses from cash flow hedges are recorded in accumulated other comprehensive income and amounts
reclassified to eamnings are included in net interest charges as the hedged transactions occur. Amounts in
accurnulated other comprehensive mcome related to terminated hedges are reclassified to eamings as the interest
expense is recorded. The effective portion of the hedges is included in accumulated other comprehensive income
and will be amortized to interest expense over the term of the related debt. The ineffective portion of interest rate
cash Now hedges for the three and nine months ended September 30, 2008 and 2007, was not material to our oF the
Liilities" resulls of operations,

The following table presents selected information related to our interest rate cash flow hedges included in
srcumulated other comprehensive income al September 30, 2008:

Progress
_{term in years'millions of dollars) Energy PEC FEF
Maximum term Less than | Less than 1 -
Accumulated other comprehensive loss, met of '™ %161 ) £114) i
Portion expected 10 be reclassified fo camings during the next
12 months™ 5 5l 3

" Inchudes amounts related to terminated hedges.
M Actual amounts thar will be reclassified to eamings may vary from the expected amounts presented above as a
resilt of changes i anlenest rales,

At December 31, 2T, including amoums related to terminated hedges, we had $24 million of after-tax deferred
losses, including $12 million of afier-tax deferred losses at PEC and $8 million of after-tax deferred Josses at PEF,
recorded m sceumulated other comprehensive income related o interest rate cash flow haedges.

In Awgust 2008, the Parent entered into a 550 million notional of forward starting swaps to mitigate exposure to
intercst rabe risk in anticipation of future debt issuance. In September 2008, the Parent entered into a combined £ 100
million netional of forward starting swaps o mitigale exposure to inferest rate risk in anticipation of future debt
issusance. In October 2008, the Parent entered into a 850 million notional of forward starting swaps to mitigae
exposure to inderest rate risk in anticipation of future debdt issuance.

At December 31, 2047, PEC had 5200 million notional of interest rate cash flow hedges. All of PEC"s forward
slarting swaps were terminated on March 13, 2008, in conjunction with PEC"s issuance of $325 million of First
Mergage Bonds, 6.30% Series due 2038, [n August 2008, PEC entered into a 350 million notional of forwarnd
starling swaps to mitigate exposure to interest rate risk in anticipation of future debt issuance. In September 208,
PEC entered into a combimed 3100 million notional of forward starting swaps to mitigate exposure to interest rate
risk in anticipation of luture debd issuance. In October 2008, PEC entered into o 530 million notional of forward
starting swaps 1o mitigate exposure to interest rate risk in anticipation of future debi issuance,

In January 2008, PEF entered into a combined 3200 million notional of forward starting swaps 1o mitigate exposure
b interest rate risk in andicipation of future deb 1ssuance. In May 2008, PEF entered into a combined 250 million
notional of forward starting swaps 1o mitigale exposure to interest rate risk in anticipation of future debt issuance. In
June 20048, PEF entered into a combined $100 million notional of forward starting swaps 1o mitigate exposure to
inferest rate risk in anticipation of future debt issuance. All of PEF's forward starting swaps were terminated on June
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11, 2008, in conjunction with PEF"s issuance of $300 million of First Mortgage Bomds, 5.65% Series due 2018 and
£1.000 billion of First Mortgage Bonds, 6.40% Series due 2038,

FAIR FALUE HEDGES

For interest rate fair value hedges, the change in the fair value of the hedging derivative is recorded in net interest
charges and is effset by the change in the fair value of the hedged item. At September 30, 2008, and December 31,
2007, neither we nor the Lhilities had any outstanding positions in such contracts.

10.

Owur reportable PEC and PEF business segments are primarily engaged in the generation, transmission, distribution
and sale of electricity i portions of North Carolina, South Carolina and Florida. These eleciric operations also
distribute and sell electricity to other utilities, primarily on the east coast of the United States.

In addition to the reportable operating segments, the Corporate and Other segment includes the operations of the
Parent and PESC and other miscellaneous nonregulated businesses that do not separately meet the quantitative
disclosure requirements of SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,”
as a separate business segment. The profit or loss of ous reportable segments plus the profit or loss of Corporate and
{Hber represents our iodal mcome from continuing operations.

Income of discontinued operations is not included in the fable presented bebow. For comparative purposes, the priar
vear resulis hive been restated 1o conform to the current segment presentation. The following information is for the
three and nine months ended September 30

Income (Loss)
Revenues ) From Continuing
{in millions) Unaffiliated  Intersegment Towl Operations Assets
Three Months Ended September 30, 2008
FEC 51,266 5 £1,266 3200 512,492
PEF 1,428 - 1,428 143 11658
Corporaie and (ither 2 a2 o4 {35) 17,426
Eliminations - {92} (92) - (13,339)
Tutals SLo% g 2606 0K £28.237
Three Months Ended September 30, 2007
PELC 1286 5 51,286 5205
FEF 1,456 - [A54 158
Corporate and Odher & ] 147 [30)
Eliminations - (959 199) -
Totals $2,750 5 32,750 5311
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Income { Loss)

Eevenues i From Continuing

fin millions) Unaffilied  Inerscgment Total Oiperations Assels
Nipe Months Ended Seplember 3, 2008
PEC 53,382 - 53,3462 5426 12492
PEF 3618 - LN E 334 11,658
Corporate and Other 6 268 74 (103} 17426
Eliminations — (268) (268) ~  {13,339)

Totals £7,006 5 57,00 657 $218,237
Kine Months Ended September 30, 2007
PEC £3.340 E- 33,340 S414
PEF ) 3.5%% 266
Corporate and Oiher 15 i ] 303 (R
Elminations (288) {288} -

Totaks $6,951 3 £6,951 $50k

11. OTHER INCOME AND OTHER EXPENSE

Other income and expense includes interest income and other income and expense items as discussed below,
Monregulated encrgy and delivery services include power protection services and mass market programs such as
surge protection, appliance services and area light sales, and delivery, transmission amd substation work for other
utilities. CVOs unrealized gain or loss is due to changes i fair value. See Note 13 in the 2007 Form 10-K for more
information on CVO0s,

The components of other, net as shown on the accompanying Statements of Income were as follows:

Progres Energy §
Three Months Ended Nine Months Ended
September 30, Seplember 30,

{in malifions) 2008 2007 2008 2007
Other income '
Monregulated energy amd delivery services income £3 52 515 525
DG Issue C20 amontization {see Nofe 94) 1 1 p i
TV unrealized gain 1 - 2
Ginan on sale of property, net 3 - I
Irvestment giins 2 2 (7 3
Income from equity investments 1 i 1 2
Deerivative mark-to-market gain - - d -
Cher ) 3 3 e I

Total ather income 1] 13 47 4%
Cither expense ) ;
Monrcgulated encrgy and delivery services expenses i T 15 5]
Donations 3 ] 14 11
Investment losses 1 4 B 4
Liozs from equity invesiments - - 3 I
Dierivative mark-te-market loss L] - s -
CVOs unrealized foss - - 2 4
Crher - 2 | 0 1]

Tial other expense 17 I8 56 54

Oher, net 8T 5[5} 2 i)
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PEC

Thres Months Ended  Nine Months Ended
September 30, September 30,
(i milfions) 008 2007 MO8 2007
_l;_ilg];i:[ income '
Monregulated encrgy and delivery services income I £i3) 511 B
DIG Issue C20 amortization {see Note 9A4) i | 3 3
[evestment gains z 2 3 3
Income from equily investments 1 [ 1 3
Derivative mark-to-market gain = - 4 -
her 3 2 ] 7
Total ether inceme 6 3 19 o
Ciher expenss
Monregulated energy and delivery services expenses 3 3 A &
Donations 2 1 B L
Investment losses - 2 3 3
Loss from equily investments - - 2 1
Derivative mark-10-market loss 5 5 -
Mher 1 5 d
Total gther expense i1 b 0 m
Chher, nat 5(5) B3} & 52
PEF
Three Months Ended  Nine Months Ended
Seplember 30, September 30,
{tr mrilligas) 008 20T 2008 2007
Other ingome
Wonregulated energy and delivery services imcome 85 35 515 519
Invesiment gaing - - 1 2
CHher 1 2 I
Total ather income 5 i 18 22
Other expense
Monregulated energy and delivery services expenses 3 4 0 13
Diomaticans 1 1 6 4
Investment bosses I 2 |
Loss from equity investments - i 1
 Other 1 = 1 3
Total other EXpEn&E 5 1 22
Oiher, net 5- 35— S0} 3
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12. ENVIRONMENTAL MATTERS

We are subject o regulation by various federal, state and local authorities in the areas of air quality, water quality,
contro] of toxic substances and hazardous and solid wastes, and other environmental matters. We believe that we are
in substantial compliance with those environmental regulations currently applicable to our business and operations
and believe we have all necessary permits to conduct such operations. Environmental laws and regulitions
frequently change and the ultimate costs of compliance cannot always be precisely estimated.

Al HAZARDOUS AND SOLID WASTE

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as
amended (CERCLA), autherize the United States Envisonmental Protection Agency (EPA) 1o require the cleanup of
hazardous waste sites. This statufe imposes retroactive joint and several liabilities. Some states, including North
Caroling, South Carolina and Florida, have similar types of statutes. We are periodically notified by regulators,
including the EPA and various state agencies, of our involvement or potential involvement in sites that may require
investigation and'or remediation, There are presently several sites with respect to which we have been nedified of
our potential liability by the EPA, the state of North Carclina, the state of Florida, or potentially responsible party
{PRP) groups as described below In greater detail. Various organic materials associsted with the production of
munufactured gas, generally referred to as coal tar, are regulated under federal and state laws, PEC and PEF are each
PRPs al several manufactured gas plant (MGP) sites. We are also currently in the process of assessing potential costs
amd exposures al other sites, These costs are cligible for regulatory recovery through cither base rates or cost-
recovery clauses. Both PEC and PEF evaluate potential claims against other PRPs and insurance carriers and plan to
submit claims for cost recovery where appropriate. The outcome of potential and pending claims cannat be
predicted, A dizcussion of sites by legal entity follows,

We record accruals for probable and estimable costs related io environmental sites on an undiscounted basis, We
measure our liability for these sites based on available evidence including cur experience in investigating and
remediating environmentally impaired sites. The process often involves assessing and developing cost-sharing
arrangements with other FRPs. For all sites, as assessments are developed and analyzed, we will accrse costs for the
sites 1o the extent our liability is probable and the costs can be reasomably estimated. Becouse the extent of
environmental mmpsct, allocation among PRPs for all sites, remediation allematives {which could invelve either
minimal or significant efforts), and concurrence of the regulatory authorities have not yet reached the stage where a
rcasonable estimate of the remediation costs can be made, we cannot determine the 1otal costs that may be incurred
in connection with the remediation of all sites at this time, It 15 probable that current estimates will change and
additional losses, which could be material, may be incurred in the future,

The following table contains information about accruals for environmental remediation expenses described below,
Accruals for probable and estimable costs related to various environmental sites, which were primarily included in
other liabilities and deferved credits on the Balance Sheets, were:

{in prilliows) September 30, 2008 Diecember 31, 2007

PEC

MGP and other sites'™ 518 £in

PEF

Remediation of distribution and substateon transformers 26 i1

bGP and other sitcs 15 17
Total PEF Erl-l.-'ir-::-rl.munl'.l_l remediation accruals™ . 41 48
Total Progress Energy environmental remediation accruals £50 464

“ Expected to be paid out over one to five years
' Expected to be paid out over one to fifteen vears,

PROINGRESS ENERGY

In addition to the Litilities” sites, discussed under “PEC™ and “PEF" below, we incurred indemnity obligations
related o certain pre-closing liabilities of divested subsidiaries, including certain environmental matiers (See Mote
11B).
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PEC

In 2006, the NCUC and the SCPSC autherized PEC to defer and amortize certain environmental remediation
expenses. Remediation expenses not authorized w be deferred are included in operation and maintenance expense
Including the Ward Transformer site located in Raleigh, N.C, {Ward) and MGP sites discussed balow, for the three
mionths ended September 30, 2008, PEC accrued approximately $2 million and spent approximazely $2 million, For
the nite months ended September 30, 2008, PEC accrued approximately 38 million, of which 32 million was
deferred, and spent approximately 56 million. For the three months ended September 30, 2007, PEC accrucd and
deferred approximately $1 million and spent approximately $1 million. For the nine months ended Seplember 30,
2007, PEC reduced its accrual by approximately 54 million and spent approximately $2 million. These amounts
primarily relate to the Ward site.

FEC has recorded a minimum estimated 1otal remediation cost for all of its remaining MGP sites based upon its
historical experience with remediation of several of its MGP sites. The maximum amount of the range for all the
sites cannod be determined at this time as one of the remaining sites is significantly larger than the sites for which we
have historical experience. Actual experience may differ from current estimates, and it is probable that estimates
will continue to change in the future,

During the fourth quarter of 2004, the EPA advised PEC that it had been identified as a PRP o1 the Ward site. The
EPA offered PEC and a number of other PRPs the cpportunity to negotiate the removal action for the Ward site and
reimbursement o the EPA for the EPA’s past expenditures in addressing conditions ot the Ward site. Subsequently,
PEC and other PRPs signed a setilement agreement, which requires the participating PRPs 10 remediate the Ward
gite. During 2007, the PRP agreement was amended to include an additional participating PRF, which reduced on an
interim bagis, PEC's proportionate responsibility for funding the remediation, During 2008, PEC increased its
accrual due to an increase in the estimated scope of work, At Seplember 30, 2008 and December 31, 2007, PEC"s
recorded liability for the site was approcimately 39 million and $6 million, respectively. Aciual experience may
differ from current estimates, and it is probable that estimates will continue to change in the future, On September
12, 2008, PEC filed a complaint seeking contribution for and recovery of costs incurred in remediating the Ward
site, as well as a declaratory judgment that defendants are jointly and severally liable for response costs at the site,
The complaint names 28 partics that did net sign a tolling agreement with PEC, which was entered into by over 200
PRFs. The tolling agreement suspends the ruaning of the statute of limitations for determination of cost recovery
from PRPs at the Ward site. The litigation has been stayved 1o allow the parties to explore private seftlements. The
cutcome of these matiers cannod be predicted.

Om September 30, 2008, the EPA issued a Record of Decision for the operable unit for stream segments downstream
frem the Ward site {Ward OUT) and advised 61 parties, including PEC, of their identification as PRPs for Ward
OU1 and for the operable unit for further investigation a1 the Ward facility and certain adjacent areas (Ward OUZ).
The EPA’s estimate for the selected remedy for Ward OU| is approximately $6 million. The EPA offered PEC and
the other FRPs the opportunity o negotiste implementation of a response action for Ward OU1 and a remedial
investigation and feasibility study for Ward OU2, as well as reimbursement to the EPA of approximately $1 million
for the EPA’s past expenditures in addressing conditions ar the site. Although a loss is considered probable, an
agreement among PRPs for these matters bas not been reached, consequently, it is not possible at this time to
rensonably estimate the total amount of PEC"s obligation for Ward O] and Ward OUZ,

PEF

PEF has received approval from the FPSC for recovery through the ECRC of the majority of costs associated with
the remediation of distribution and substatien transformers. Under agreements with the Florida Department of
Environmemtal Protection (FDEP), PEF has reviewed the majority of distribution transformer sites and all substation
sites for mineral oil impacied soil caused by equipment integrity issues, PEF currently expects to have completed
this review by the end of 2008, Should further sites be identified outside of this population, the expenses will not be
recoverable through the ECRC, Based on historical experience, PEF projects cosis will be between approximately
52 million and 33 million per year. For the three and nine months ended September 30, 2008, PEF accrued
approximately 53 million and 3135 million, respectively, due 1o the identification of additional transformer £ites and
an increase in estimated remediation costs, and spent approximately $6 million and $20 million, respectively, related
to the remediation of transformers. For the three and nine months ended September 30, 2007, PEF accrued
approximately 34 million and $9 million, respectively, due to an increase in estimated remediation costs and spent
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approximately £5 million and $16 million, respectively, related to the remediation of transformers. At September 30,
2008, PEF had recorded a regulatory asset for the probable recovery of these costs through the ECRC.

The amounts for MGP and other sites, in the table above, relate to two former MGP sites and other sites associaled
with PEF that have required or are anticipated 1o require investigation andior remediation. The amounts include
approximately $12 million in insurance claim settlement proceeds received in 2004, which are restricted for use in
wildressing costs associated with eénvironmental liabilities. For the three months ended September 30, 2008, PEF
made no additional accruals or material expenditures. For the nine months ended September 30, 2008, PEF made no
additional accruals and spent approximately 52 million, For the three and nine months ended September 30, 2007,
PEF made no additional accruals or material expenditures

B.  AIR AND WATER QUALITY

Al Seplember 30, 2008, we were subject to various current federal, state and local environmental compliance laws
and regulations governing air and water quality, resulting in capital expenditures and increased D&M EXpenses,
These compliance laws and regulations included the Clean Air Interstate Rule (CAIR), the Clean Air Visibility Rule
(CAVR), the Clean Smokestacks Act and mercury regulation, PEC™s and PEF's environmental compliance capital
expenditures related 1o these regulations began in 2002 and 2008, respectively. At September 30, 2008, comulative
environmental compliance capital expenditures 1o date with regard 1o these environmental laws and regulations were
E1.754 billion, including %1.009 billion a1 PEC of which $15 million relsted 1o in-provess CAIR projects, and $745
million at PEF, which related entirely 1o in-process CAIR projects. At December 31, 2007, cumulative
environmental compliance capital expenditures to date with regard to these environmental laws and regulations were
$1.215 billion, imcluding $902 million at PEC and $323 million at PEF. PEC completed installation of controls o
meet the requirements of the NOx SIP Call Rube under Section 110 of the Clean Ajr Act (NOx SIP Call) in 2007

On July 11, 2008, the LS. Court of Appeals for the District of Columbia Circuit (D.C. Court of Appeals) issued its
decision in liigation challenging the EPA’s CAIR. The decision vacated the CAIR and the related federal
implementation plan in their entirety. On September 24, 2008, petitions for rehearing were filed by the EPA, the
Lttility Adr Regulatory Group, the National Mining Association and several environmental groups. PEC and PEF are
members of the Utility Air Regulstory Group, On October 21, 2008, the Court isssed an order directing petitioners
o address (1) whether any party is seeking to vacate the CAIR, and (2) whether the court should stay its mandate
until EPA promulgates a revised rule. The Court will ned issue s mandate until after it evaluates the responses to
this order and renders a decision on the petitions for rehearing. 17 it stands, the decision vacating the CATR will
negate the EPA's determination that implementation of the CAIR satisfies best available retrofit technology (BART)
for 50y and NOx for BART-affected units under the CAVRE. As a result, for BART-affected units, CAVR
compliance will reguire consideration of S0, and NOx emissions in addition to particulate matler emissicns. On
February 8, 2008, the [, C. Court of Appeals vacated the delisting determination and the Clean Air Mercury Rule
(CAMR). On Seprember 17, 2008, the Unlity Air Regulatory Group filed a petition for writ of certiorari with the
LIS, Supreme Court secking a review of the decizion thal vacated the CAMR. On October |7, 268, the EPA filed &
similar petition. The three states in which the Utilities operate adopted mercury regulations implementing CAMR
and submirted their state implementation rules to the EPA. Tt is uncertain how the decision that vacated the federal
CAMR and any review granted by the Supreme Court will affect the state rules; however, state-specific provisions
are likely to remain in effect. The Morth Careling mescury rule contains a requirement that all coal-fired units in the
state install mercury controls by December 31, 2017, and requires compliance plan applications to be submitted in
2013. We are currently evaluating the impact of these decisions. The cutcome of these matters cannot be predicted,

The Litilities are continuing construction of in-process CAIR projects. We believe our historical costs related 1o
CAIR compliance are prudent and will be recoverable under base rates or applicable cost-recovery clauses as the
costs were incurred in pursuit of compliance with 2 mandatory law or regulation. Although the Utilities have not
made & final determination whether 10 complete the in-process CAIR projects or whether the schedule for these
projects should be modified. it is likely that they will be completed. In making this decision, the Utilities will take
into account the states of the projects, the probability of regulatory changes 1o replace the vacated CAIR
requirements and the need 10 comply with environmental rules and regulations other than the CAIR.

We acoount for emission allowances as inventory using the average cost method. We value inventory of the Utilities
a1 historical cost consistent with rtemaking treatment. As a result of the decision to vacate the CAIR, the 50, and
annual MO emission allowances markets have been very volatile and the market prices for emission allowances
have declined. An September 30, 2008, PEC had approximately 325 million in S0, emission allowances, which will
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be wtilized to comply with existing Clean Air Act requirements and an immaterial amount of NOx emission
alloweances, In order to achieve compliznce with the requirements of the CAIR pursuant o its Integrated Clean Ajr
Compliance Flan, PEF needed to purchase CAIR seasonal and annual NOw allowances. During the three months
ended September 30, 2008, PEF reduced the value of its anmual NOx allowance inventory by $59 million due 1o the
uncertainty of whether the allowances will ultimately be used, and reduced the value of its seasenal NOx allowance
mventory by approximately $1 million based on current market prices. PEF believes the purchases of NOx emission
allowances to comply with the requirements of the CAIR were prudent and continees to expect to recover the retail
portion of the costs of these allowances through its ECRC. Accordingly, PEF recorded a $57 million regulatory asser
for the retail portion of its annual and seasonal NOx allowances, Therefore, there was no maderial impact to PEF's
resulls of operations for the reduction in value of its NOx allowance inventory. On August 29, 2008, PEF filed for
recovery of its CAIR expenses, including NOx allowance inventory expense, through the ECRC, A hezring on the
matter is scheduled for November 4-6, 2008. At September 30, 2008, PEF had approximately $6 million in seasonal
MNOx emission allowance inventory and approximately $14 million in 0. emission allowance inventory, S0y
emission allowances will be wiilized to comply with existing Clean Air Act requirements.

As discussed in Mote 44, in June 2002, the Clean Smokestacks Act wis enacted in North Carolina requiring ihe
state's electric utilities to reduce the emissions of NOx and S0, from their North Caroling coal-fired power plants in
phases by 2013, Two of PEC's largest coal-fired generating units {the Roxbora No. 4 and Mayo Units) impacted by
the Clean Smokestacks Act are jointly owned. Pursuant 1o joint ownership agreements, the joint cwners are required
1o pay a portion of the costs of owning and operating these plams. PEC has determined that the most cost-effective
Clean Smokestacks Act compliance strategy 15 o maximize the SO; removal from its larger coal-fired units,
including Roxboro Mo. 4 and Mayo, so 25 to avoid the installation of expensive emission controls on its smaller
coal-fired units, In order to address the joint owner's concerns that such a compliance steategy would result in a
disproportionate share of the cost of compliance for the jointly owned units, PEC entered into an agreement with the
joint awner to limit s aggregate costs associated with capital expenditures to comply with the Clean Smokestacks
Act to approximately £38 million. PEC recorded a related liability for the joint owners share of estimated costs in
excess of the contract amount. At September 30, 2008 and December 31, 2007, the amount of the lability was $15
million and 330 million, respectively, bosed upon the respective estimates for the remaining Clean Smokestacks Act
compliance costs. During the three months ended September 30, 2008, PEC made no additional accruals and spent
approximately 35 million that exceeded the joint owner limit. During the nine months ended September 30, 2008,
PEC made no additional accruals and spent approximately $15 million that exceeded the joint owner limit. Becouse
PEC has taken a system-wide compliance approach, its North Carolina retail ratepayees have significantly benefiled
from the strategy of focusing emission reduction efforts on the jointhy owned units, and, therefore, PEC believes that
any costs in excess of the joint owner's share should be recovered from Morth Carolina retail ratepayers. consistent
with other capital expenditures associated with PEC's compliance with the Clean Smokestacks Act. On September
5, 20018, the MCUC ordered that PEC shall be allowed 1o include in rate base all reasonable and pradently incurred
envirenmental compliance costs in excess of 3584 million, including ehigible compliance costs in excess of the joind
owner’s share, as the projects are closed o plant in service (See Mote 44},

13 COMMITMENTS AND CONTINGENCIES

Contingencics and significant changes to the commiiments discussed m Note 22 in the 2007 Form 10-K are
deseribed below,

Al PFURCHASE OBLIGATIONS

As part of our ardinary course of business, we and the Utilities enter into various long- and short-term coniracts for
fuel requirements a1 our generating plants. Significant changes from the commitment amounts reported in Note 224
in the 2007 Form 10-K can result from new conracts, changes in existing contracts along with the impact of
fluctuations in current estimates of future market prices for those contracts that are market price indexed. In most
cases, these contracts contain provisions for price adjusiments, minimum purchase levels, and other financial
commitments, The commitment amounts discussed below are estimates and therefore, actual purchase amounts will
likely differ. Additional commitments for fuel and related transportation will be required o supply the Utilities®
furture meeds,
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FROGRESS ENERGY

Through September 30, 2008, contracts procured through our subsidiaries have increased our aggregate purchase
obligations for fiel and purchased power by $7.417 billion from $17.644 billion, as stated in Mote 22A in the 2007
Form 10-K. This increase i3 discussed under “PECT and “PEF” below,

PEC

Through September 34, 2008, PEC's fuel and purchased power commilments increased by $3.495 billion from
$5.078 billion, as stated in Note 22A in the 2007 Form 10-K. This increase is primanily related to coal purchase
commitments, of which approximately $2.156 billion will be incurred through 2012, with the remainder incurred
through 2018, The merease in coal purchase commitments includes new contracts along with the impact of price
Increases on certain existing contracts that are market price indexed,

In June 2008, PEC emtered into a conditional contract with an interstate pipeline for firm pipeline transportation
capacity to support PEC's gas supply needs for the period from May 2011 through April 2031, The estimated total
cost to PEC associated with this agreement is approximately $487 million. The transaction is subject 1o several
conditions precedent, including various state regulatory approvals, the completion and commencement of operation
of necessary related interstale natural gas pipeline system expansions, and ether contractual provisions. Due o the
conditions of this agreement, the estimated costs associated with this agreement are not included in the increase in
PEC™s Fued and purchased power commitments discussed above,

In July 2008, PEC entered into an amendment to an existing transportation service agreement with an intrastate
pipeline for firm pipeline transporation capacity to support PEC"s gas supply needs for the period from April 2011
through May 2030. The tofal additional cost to PEC associated with this amendmeni is estimated i be
approximately 554 million. The amendment is subject to several conditions precedent, including state repulatory
approval, the completion and commencement of operation of necessary related intrastate natural pipeline system
expansions, and other contractual provisions. Due to the conditions of this agresment, the estimated coats associated
with this agreement are not included in the increase in PEC's fuel and purchased power commitments discussed
ahove,

PEF

Through September 30, 2008, PEF's fuel and purchased power commitments increased by $3.922 hillion from
$12.566 billion as stated in MNote 224 in the 2007 Form 10K, As discussed in Note 22A in the 2007 Form 10-K,
PEF entered into cerain conditional contracts for gas supply and transporiation, Due to the conditions of these
contracts, the associated estimated costs were not included in our or PEF's contractual cash obligations table at
December 31, 2007 Additional conditional gas supply and transportation contracts were entered into during the
second quarter of 2008, During 2008, the comditions were satisfied and several gas supply and transportation
contracts iodaling 33.235 billion became effective. These agreements for the supply of natural gas and associated
firm pipeline transportation augment PEF's gas supply needs for variows periods from Seplember 2008 through
Jamuary 2032 The estimated cosis associvled with thess agreements are approximately $81 million in 2008, £436
millicn in 2009, 5370 million in 2000, $602 million in 2011, 3548 million in 2012, and 31.018 billion thereafier.
Alzo, the increase in gas supply and transportation purchase commitmenis meledes new contracts along with the
impact of price increasss on certain existing contracts that are market price indexed. Coal purchase commitments
increased by approximately S804 million; of this increase, approximately $230 millicn will be incurred through
2012, with the remainder incwrred through 2030, The increase 0 coal purchase commitments includes new contracts
along with the impact of price increases on certain exisling coptracts that are market price indexed.

In April 2008, PEF entered into conditional contracts with Flonda Gas Transmission Company, L.L.C. (FGT) for
firm pipeline transportation capacity to support PEF's gas supply needs for the period from April 2011 through
March 2036, The todal cost to PEF associzted with these agreements is estimated 1o be approxmataly 32,176 billion,
The contracts are subject to several conditions precedent, including various state regulalory approvals, the
coempletion and commencement of operation of necessary related interstate natueal pipeline sysiem expansions, and
other contractual provesions. In addition to the FGT contracts, during the second guarter of 2008, PEF enterad into
additional gas supply and transportation armangements for the pericd from 2010 through 2025 that are subject to
certain conditions, The todal current nedional cost of these additional agreements i= estimated to be approximately
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¥987 million. Due to the conditions of these agresments, the estimated costs associated with these agreements are
not included in the increase in PEF's fisel and purchased power commitments discussed ahove,

B. GUARANTEES

As a part of normal business, we enter into various agreements providing future financial or performance assurances
1o third parties, which are outside the scope of FASB Interpretation No. 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Goarantees of Indebtedness of Cthers” (FIN 45). Such agreements
include puarantees, standby letters of eredit and surety bonds, At September 30, 2008, we do not believe conditions
are likely for significant performance under these guarantees. To the extent linbilities are incurred as 2 result of the
activities covered by the guarantees, such liabilities are included in the accompanying Balance Sheets,

At September 30, 2008, we have issued goarantees and indemnifications of and for cenizin asset performance, legal,
tax and environmental matiers 1o third parties, including indemnifications made in connection with sales of
businesses, which are within the scope of FIN 45. Related 1o the sales of businesses, the latest specified notice
period extends until 2013 for the majority of legal, tax and envirenmental matters provided for in the
indemnification provisions. Indemnifications for the performance of assets extend w0 2016, For certain mattees for
which we receive timely notice, our indemnity obligations may extend beyond the nefice period. Certain
indemnifications have no limitations as 1o time or maximum potential future payments. In 2005, PEC entered into an
agreement with the joint owner of certain facilities at the Mayo and Roxhoro plants to limit their aggregate costs
associated with capital expenditures to comply with the Clean Smokestacks Act and recognized a liability related to
this indemnification {See Note 12B). PEC's maximum exposure cannot be determined. At September 30, 2008, the
estimated maximum exposure for guarantees and indemnifications for which a maximum exposure is determinable
was 3458 million, including 332 million a1 PEF, At September 30, 2008 and December 31, 2007, we have recorded
liahilities related to guarantees and indemnifications 1o third partiss of approximately 566 million and $80 million,
respectively, These amounts include 515 million and $30 million, respectively, for PEC and $8 million for PEF at
Septernber 30, 2008 and December 31, 2007, During the three months ended September 30, 2008, PEC made no
additional accruals and spent approximately 35 million that exceeded the joint owner fimit. During the nine months
ended September 30, 2008, PEC made no additional accruals and spent approximately $15 million that excesded the
Joint owner limit. As current estimates change, it is possible that additional losses related to guarantees and
indemnifications to third parties, which could be material, may be recorded in the future.

In addition, the Parent and & subsidiary have issued 3300 million of guarantees for certain payments of two wholly
owned indirect subsidiaries, See Note 14 for additonal information.

C. OTHER COMMITMENTS AND CONTINGENCIES
SPENT NUCLEAR FUEL MATTERS

Fursuant to the Muclear Waste Policy Act of 1982, the Utilties entered info contracts with the United States
Department of Energy (DOE) under which the DOE agreed 1o begin laking spent nuclear fuel by no later than
Jamwary 31, V908, Al similarly situated wtilities were required to sign the same standard contract,

The DOE failed to begin taking spent nuclear fuel by January 31, 1998, In January 2004, the Utilities filed a
complaint in the United States Court of Federal Claims against the DOE, claiming that the DOE breached the
Standard Contract for Disposal of Spent Nuclear Fuel by failing o accept spemt nuclear fuel from our various
facilities on or before January 31, 1998, Approximately 60 cases involving the govermment’s actions in connection
with spent nuclear fuel are currently pending in the Court of Federal Claims. The Liilities have asserted nearly $91
millicn in damages incurred hetween January 31, 1998 and December 31, 2003; the time period 21 by the court for
damages in this case. The Utilities will be free 1o file subsequent damages claims as they incur additional costs.

A trial was held in Movember 2007, and closing arguments presented on April 4, 2008, On May 19, 2008, the
Litilities received a ruling from the United States Court of Federal Claims awarding $83 million in the claim against
the DOE for failure o abide by @ contrect for federal disposition of spent nuclear fuel. The United Staes
Depariment of Justice requested that the Trial Court reconsider its ruling. The Trial Court did reconsider its ruling
and reduced the damags award by an immaterial amount. On August 15, 2008, the Department of Justice appealed
the Linited States Court of Federal Claims ruling w the D.C. Court of Appeals, In the event that the Utilities recover
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damages in this matter, such recovery is nod expected to have a material impact on the Utilities” results of operations
given the anlicipated regulatory and accounting trestment. However, the Ulilities cannot predict the outcome of this
mafter.

In July 2002, Congress passed an override resclution to Nevada's veto of the DOE's proposal to locate a permanent
underground nuclear waste storage facility st Yucca Mountain, Mev, In January 2003, the stde of Nevada; Clark
County, Nev; and the city of Las Vegas petitioned the D.C. Court of Appeals for review of the Congressicnal
override resolution, These same parties also challenged the EPA’s radiation standards for Yucca Mountain, On July
9, 2004, the Count rejected the challenge to the constitutionality of the resolution approving Yucca Mountain, but
ruled that the EPA was wrong 1o set a 10, 000-vear compliance period in the radiation prodection standard. Cn
September 30, 2008, the EPA issued final rules for limiting radiation exposure at Yucca Mountain, Nev. The EPA
retained the dose limit of 15 millirem per vear for the first 10,000 vears and established a dose limit of 100 millirem
for annual exposure per year between 10,000 years and 1 million years. On Cetober 10, 2008, the state of Nevada
again filed suit with the I0.C', Court of Appeals challenging the EPA standard.

On October 19, 2007, the DOE certified the regulatory compliance of the document database that will be used by all
parties involved in the federal licensing process for the Yucea Mountain facility. The NRC did not uphold the
DOE's prior certification in 2004 in response to challenges from the state of Nevada, The state again is expecied o
challenge the DOLE's certification process. The DOE has recently stated that the earliest date the repository may be
able 1o start accepling spent nuclear fuel is 2020. The Utilities cannot predict the outcome of this matter.

The DOE submitted the license application for the proposed high-level nuclear waste repository at Yucea Mountain
in June 2008. The NRC formally docketed the license application in September 2008, which begins the formal
licensing phase that is anticipated to take three 1o four years. The state of Nevada and other interested partics are
expected 10 intervens in the licensing procecdings.

On August 5, 2008, the DOE announced that its estimated cost 1o build and commence operations a1 the Yucea
Mountain facility has increased from 557.5 billion 1o $96.2 billion due 9 an increase in material costs, an increase in
the quantity of spent fuel 1o store and a refinement of the repository™s design,

On Chctober 9, 2008, the NRC proposed revisions to its waste confidence findings that would remove the provisions
stating that the NRC's confidence in waste management, underlying the licensing of reactors, 15 hased in part on a
repository being in operation by 2023, Instead, the NRC states that repository capacity will be available within 50 to
fill years beyond the licensed operation of all reactors, and thal used fuel penerated in any reactor can be safely
stored without significant environmental impact for at least 60 years beyond the licensed operation of the reactor.

With cerain modifications and additional approvals by the NRC, including the installation of on-site dry cask
storage facilitics a1 FEC's Robinson Nuclear Plant, PEC"s Brunswick Nuclear Plant and CR3, the Lilities' spem
nuclear fuel storage facilities will be sufficient to provide storage space for spent fuel penerated on their respective
systems through the expration of the operating licenses, incleding any lcense exiensions, for their nuclear
generating units. PEC"s Shearon Harris Nuclear Plant (Harris) has sufficient storage capacity in its spent fuel pools
through the expiration of its operating license, including any license extensions.

SYNTHETIC FUELS MATTERS

A number of our subsidiaries and affiliates are parties o two lawsuits arising out of an Assel Purchase Agreement
dated as of October 19, 1999 by and among U.S. Global, LLC {Global); the four Earthco coal-based solid synthetic
fuuels Tacilities purchased by subsidiaries of Florida Progress in October 1990 (Eartheo); certain affiliates of Earthco:
EFC Synfuel LLC {which is owned indirectly by Progress Energy, Inc.} and certain of its affiliates, including Solid
Enmergy LLC: Solid Fuel LLC; Cerede Synfuel LLC; Gulf Coast Syofuel LLC {currently named Sandy River
Synfuel LLC) (collectively, the Progress Affiliates), as amended by an amendment to Purchase Agreement as of
August 23, 2000 (the Asset Purchase Agreement). Global has asserted (1) that pursuant to the Asset Purchase
Agreement, it i5 entited to an interest in two synthetic fuels facilities previously owned by the Progress Affiliates
and an option 1o purchase additional interests in the two synthetic fuels facilities, (2) that it s entitled 10 damapes
because the Progress Affiliates prohibited ot from procuring purchasers for the synthetic fuels facilities and (3) a
number of tort claims related o the contracts,



The first suit, U5, Global, LLC v, Progress Energy, fne. et ol (the Florida Global Case), asserts the above claims in
a cage filed in the Circutt Court for Broward County, Fla., in March 2003, and requests an unspecified amount of
compensatory damages, as well as declarstory relief, The Progress Affiliates have answered the Complaint by
generally denying all of Global's substantive allegations and asserting numerous substantial affirmative defenses.
The case is at issue, but neither party has requested a trial. The partics are currently engaged in discovery in the
Florida Global Case

The second suit, Progress Synfuel Holdings, Ine et al v U5 Global, LLC (the North Carolina Ghobal Case), was
filed by the Progress Affiliates in the Superior Court for Wake County, N.C., seeking declaratory relief consistent
with our interpretation of the Asset Purchase Agreement. Global was served with the North Carolina Global Case on
April 17, 2003,

Cm May 15, 2003, Global moved 1o dismiss the North Carolina Global Case for kack of personal jurisdiction over
Global. In the alernative, Global reguested that the court decline 1o exercise its discretion to hear the Progress
Affiliztes” declaratory judgment action. On August 7, 2003, the Wake County Superior Court denied Global's
metion to dismiss, but stayed the Nonh Carolina Global Case, pending the outcome of the Florida Global Case, The
Progress Affiliates appealed the superior court’s order staying the case. By order dated September 7, 2004, the North
Larolina Court of Appeals dismissed the Progress Affiliates’ appeal. Since that time, the parties have been engaged
in descovery in the Florida Global Case.

I December 2006, we reached agreement with Global 1o settle an additional claim in the suit related to amounts due
to Global that were placed in escrow pursuant to a defined tax event. Upon the successful resolution of the IRS audit
of the Earthco synthetic fuels facilities in 2006, and pursuant o a seftlement agreement, the escrow todaling $42
mmillion as of December 31, 2006, was paid 1o Global in January 2007

In January 2008, Global agreed to simplify the Florida action by dismissing the tort elaims. The Florida Global Case
continues now under coniract theories alone, The case is scheduled 1o go 1o trial in April 2009, We cannot predict
the outcome of this matier,

OTHER LITHGATION MATTERS

We and our subsidiaries are involved in various litigation matters in the ordinary course of business, some of which
involve substantial amounts. Where appropriate, we have made sccruals and disclosures in accordance with SFAS
Mo. 5, "Accounting for Contingencies,” o provide for such matters. In the opinion of management. the final
disposition of pending litigation would not have a material adverse effect on our consolidated results of operations
or fimancial position,

54



14. CONDENS

As discussed in Note 23 i the 2007 Form 10-K, we have guaranteed certain payments of two wholly cwned idirect
subsidiaries. FPC Capital | {the Trust) and Florida Progress Funding Corporation (Funding Corp.) since September
200%, Our guarantees are joint and several, full and unconditional and are in addition to the joint and several, full
and unconditional guarantees previcusly issued 1o the Trust and Funding Corp, by Florida Progress. Our subsidiaries
have provisions restricting the payment of dividends 1o the Parent in certain limited circumstances and as disclosed
in Mote 12B in the 2007 Form 10-K, there were no restrictions on PEC™s or PEF’s retained camings.

The Trust is a special-purpose entity and was deconsolidated in 2003 in accordance with the provisions of FIN 46R,
The deconsolidation was not material to our financial statements. Separate financial statements and other disclosures
concerning the Trust have not been presented because we believe that such information is not material 1o investors,

Presented below are the condensed consolidating Statements of Income, Balance Sheets and Cash Flows as required
by Rule 3-10 of Regulation 5-X. In these condensed consolidating statements, the Parent column includes the
financial results of the parent holding company only, The Subsidiary Guarantor column includes the consolidated
financial results of Florida Progress only, which is primarily comprised of its wholly owned subsidiary PEF. The
Other column includes the consolidated financial results of all other non-guarantor subsidiaries, prmarily oor
whaolly owned subsidiary PEC, and elimination entries for all intercompany transactions. Financial statements for
PEC and PEF are separately presenied elsewhere in this Form 10-0). All applicable corporate expenses have been
allocated appropriately among the guarantor and non-guarantor subsidiaries, The financial information may not
necessarily be indicative of results of operations or financial positien had the Subsidiary Guarantor or other non-
guarantor subsidiaries operated as independent entities. The accompanying condensed consolidating financial
statemnents have been restated for all periods presented to reflect the operations of Terminals and the synthetic fucls
businesses as discontinued operations as described in Note 34,



Condensed Consolidating Statement of Income
Three Months Ended September 30, 2008

Submidiary Progress
(i milfions) Paremi  Guaranior Other  Energy, Inc.
Operating revenues E- 51,430 §1,260 82,69
Crperating expenses
Fuel wsed m electric generation 521 148 &9
Purchased power - 305 143 430
Dperation and mamienance I 201 17 435
Depreciation and amortization - T 128 205
Taxes other than on income ig 53 141
{Hher - 2 {1} 1
Total operating expenses I [,194 uin 2105
Operating (loss) income (1} 256 336 9]
Oither income, net i 9 1 35
Interest charges, net 44 G2 S 167
(Lass) income frem continuing operations belsre
imewme tax, equily in earnings of consolidated
subsidiaries and minority inferest (47 197 09 450
Income tax (benefit) expense (2K A0 111 150
Equity in earnings of consolidated subsidiaries 336 (336)
Minority inlerest in subsidiaries’ income, net of fax = (1) (1}
Income (loss} from conlinuing sperations 09 137 (138 308
Discontinued operations, net of tax - i1} 2 1
Met incomie (loss) 5309 £136 B116) 5309
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Condensed Consolidating Statement of Income
Three Months Ended September 30, 207

Subsidiary Progress
fir aiflions) Parent  Guaranior Other  Energy, Inc.,
Ohperating revenues i £1,465 51285 £2,750
Operating expenses

Fuel used in electric generation 544 305 Q0

Purchased power - 281 104 390

Crperation and maintenance 2 213 241 456

Drepreciation and amorizastion - 102 121 333

Tames other than on income £3 52 135

iher - 4 1 7

Total operating expenses z 1,227 411 2140

Operating (loss) income [2) 238 374 GI0
Dither incoine (expense), net 1] i3 (%) 15
Interest charges, net 52 53 49 154
{Laoss} income from continuing operations before

incame tax and equity in earnings of consalidated

subaidiarbes (44 198 iy 471
Income tax {benefit) expense (21 65 & 160
Equity in earnings of consolidated subsidiaries 340 {340}
Income (boss) Troim continuing operations 317 133 {1399 il
Discontinued operations, net of tax 2 b - ]
Met income (Inss) 3319 3139 B13%) 3il9
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Condensed Consolidating Statement of [ncome
Mine Months Ended September 10, 2004

Subsidiary Progress
(i miifions) Farent Guaramior Other  Enerpy, Inc.
Operating revenues E- 53624 £3,382 E7,006
Crperating expenses
Fuel used in electric gencration 1,235 1.027 2262
Furchased power - 746 Yos 1,012
Dperation and maimienance 3 621 T4 1370
Drepreciation amd smorhzation - s 390 %
Taxes other than on income a 235 152 387
Crher - () (6]
Total operating expenses 3 3,066 2575 5644
Dperating {loss) income 13) 558 BT 1,362
Other incomse, ned 7 i 20 o5
Intercst charges, nel 147 165 154 dah
{Lass) income from continaing operativns before
incime tax, equity in earnings of consolidated
subsidiaries and minority interest (143) 461 673 ] |
Income tax (henefit) ex pense (alk | 3% 250 im
Equity in earnings of consolidated subsidiaries Bl B0y
Minority inferest in subsidiaries” imcome, ned of fax = (%) (5}
Income (Joss} from continuing sperations 723 317 (383) 657
Discontinued operations, net of tax - 2 4 fify
Net income (loss) §723 379 #3179 8723
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Condensed Consolidating Statement of Income
Kine Months Ended September 30, 2007

Subsidiary Progress
fiv millions) Paremt  Guaranior Diher  Energy, Inc.
Operating revenues E- 53611 3,340 36051
Crperating expenses

Fuel used in electric genervtion — 1,340 1,041 2381

Purchased power - 651 43 504

Operation and maintenance g 586 T42 1,337

[Depreciation and amortization - glhy 365 663

Taxes cdher than on income = 233 151 k4

Crther 18 in 28

Tital operating expenses 0 3,028 2.552 5680

Orperating (loss) income [y 481 ThE [, 262
Other income, ned 1% 27 2 48
Interest charges, net 151 135 145 431
{Lass} income from continuing operations before

income tax, equaity in earnings of consolidated

subsidiaries and minority interest (141 375 5 79
Income iax (benefit) expense {6} 101 236 273
Equity in earnings of conselidated subsidiaries 472 {472}
Minority interest in subsidiarics” income, net of tax A (8) = (&)
Income (loss) from continuing operations 195 26 (63) 508
Discontinued operations, net of tax B I (241} {197}
Mot imcome {hess) £l 3504 S(304) 5401
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Condensed Consalidating Balance Shaet
September 30, 2008

Subsidiary Frogress
fim millions) Parent  Guarantor Other  Energy, Inc,
ASSETS
Utility plamnt, met 5 8610 59, g 17915
Current nsseis

Cash and cash equivalents 257 146 403
Notes receivable from affiliated companies 17 6 (83) -
Prepayments and other current assets 69 1353 [ 324 2746
Total current assets &6 1,676 1,387 3,149
Deferred debits and other assels
Investment in consolidated subsidiaries 11,927 = (11,927 -
Croodwill - 3,655 3655
Repulatory assets - 578 760 1,347
{iher assets and deferred debits 155 1,025 g4 2171
Total deferred debits and other asseis 2,082 I,60% {6,512) 7173
Total assets 312 10k $11,598 54,171 528,237
CAPITALIZATION AND LIABILITIES
Cerneon stock equity 88 827 $3.527 803,527 BERIT
Preferred stock of subsidiaries — not subject 1o
mandatory redempiion - 3 54 93
Minority interest 3 3 [
Long-term debt, affiliate 309 (37 272
Leng-term debt, net 2,595 4,182 3,100 0,586
Total capitalization 11.422 B.05% (353} 15054
Current labilities
Current portion of long-term delt - - 400 AiK}
Short-term debd 495 - A5
Motes payahle o alfiliated companics - 131 (131} -
Other current liabilities 203 1,226 T3 2,172
Total current labilities GO 1,357 1.012 3,067
Deferred eredits and other liabilities
Moncurment income tax lkabilities i an 645 T2
Regulatory liabilities - I, 282 1,175 2A57
Chiber labilities and deferred credits 47 1,124 1,752 2.3
Total deferred credits and siher liabilities 4K 2486 3,552 R
Total capitalization and liabilithes FEZ2 168 511,804 4071 128,237

)



Condenzed Consolidating Balance Sheet
Deecember 31, 20407

Subsidiary Frogress
{im milfions) Parent  CGuarantor rther Euer;.-_,lm:.
ASSETS
Liility plani, net L 57,600 9005 Elo,605
Current assets
Cash and cash equivalenis 185 41 27 255
Motes receivable from affiliated companies 157 (4% {3046 —
Azzets 1o be divested 48 4 52
Prepayments and other current assets 21 1.252 249 2522
Total current assets 363 I, 492 974 2520
Dreferred debits and ather assets
Invesiment in consolidated subsidiaries 10, %59 - (10,969} -
Cinodwill - I 3,654 1,455
Regulaiony assets 264 HED Q6
Orther assets and deferred debits 149 1,304 a7z 2,330
Total deferred debits and wther pssels 11,118 1,576 {5,763) 6,931
Total asseis 5114481 L1668 54216 326,365
CAPITALIZATION AND LIABILITIES
Coanmon stock equity £.422 33.052 S(3,050) £5.422
Preferred stock of subsidiaries — not subject to
mandatory redemplion - 34 50 93
Minority interest - f1 3 &4
Long-term debt, affiliate a0g [38) ) |
Long-term debt, netl 2,597 1686 1183 B 466
Total eapitalization 0% i [ 155 17336
Current linbilitics
Current portion of long-term debt - 5 300 57
Short-terns deb 2iH - 201
Motes payable to affiliated companies 27 (22T -
Liabilstics to be divesied - B - 5
Crher current labilities 215 1,237 764 2146
Total current labilifies 416 2,049 k37 3302
Deferred credits and other labilities
Moncurrent income tax liabilities - ] anz 361
Regulatory liabilities - 1,330 1,224 2,554
Cither liabilities and deferred credits 4 1048 |04 2512
Total deferred credits and other linbilities 4i5 2487 3224 5727
Tuotal capitalization and liahilities 511,431 510,668 542068 26,365

&l



Condensed Consolidating Statement of Cash Flows
Mine Months Ended September 30, 2008

Subsidinry Progress
fin milliong) Parent  Guoaranior Other F.rl:Lg;-. Inc.
Met cash (used) provided by operating activities $138) £302 £995 £l 359
Investing activitics
Gross property additions - (1,230 (530) {1,760)
Muclear fuel additions - (27) (130} (158)
Proceeds from sales of discontinued operations and other

asseis, mel of cash divested Bl 3 63
Proceeds from sales of assets to affiliated companies 12 (12} =
Purchases of available-for-sale securitics and other

investments £ {618} [566) (1,150)
Procesds from sales of available-for-sale securtties and other

investmenis - G221 532 1,154
Contributions 1 consolidated subsidiaries (99 = i -
Changes in advances to affiliated companies 140 g1 (223) -
Chher investing activities {1} a9 (11} (1)
Met cash provided (wsed) by investing activities 14 {1,089 {839} 11,894
Financing activities
Issuance of common stock {113 - - [ D6
Dividends paid on common stock (481} {481}
Dividends paid 1o parent B i1 -
Payments of shori-term debt with original maturitics greates

than % days {176} - - [176)
Wet increase in shor-term debt 470 = - 470
Proczeds from issuance of long-term debi, net - {.475 3373 1,797
Retirement of long-lerm delq - (377} {300y (877
(“ash distributions 1o minority interests of consolidaied

subsidiares - (85 - (B3}
Ceomiributions from parent - &3 (851 -
Changes in advances from affiliated companies = (98] B -
Other ﬁrl.am:'inE activilies - 2 (T3) (71
Net cash (used) provided by financing activities (1) Hi¥] (37 BEd
Met [decrease) increase in cash and cash equivalents (185) 214 1% 148
Cash and cash equivalents at beginning of period 135 43 27 255
Cash and cash equivalents at end ol period £ $257 3146 403




Condensed Consolidmting Statement of Cash Flows
Nine Months Ended September 30, 2007

Soph=idiary Progress

i milliony) Parent  Guarantor Mher  Encrgy, Inc.
Net cash provided by aperating activities $b 8336 5176 £TiR
Investing activitics
Gross property additions - (822 (589 (1481}
Muclear fuel additions - [39) [ 15%) {108)
Proceeds from sales of discontinued operations and other

assels, net of cash divested - 37 621 658
Purchases of available-for-zale securitics and oiher

investments (457) (615) (1,072}
Proceeds from sales of available-for-sale seourities and

ather investments 2 279 639 039
Changes in advances to affiliated companies (250) 37 23 =
Return of mvestment in consolidated subsidiary 190 {190}
Oiher investing activities (31 12 ] 16
Mot cash used by investing activities (44} {933] (T [ 1,06E)
Financhig aclivities
Izsuance of commaon stock 134 - i 134
IMvidends paid on common stock {469} b T
Dividends paid to parent - (1} I -
Met increase in short-term debi 400 - 1501 350
Procesds from issuance of kang-term debt, net - 742 - 742
Retirement of kong-term debe - (&7) {200 [287)
Cash distributions W minority interests of consolidated

subzidiaries - (1) - {10}
Changes in advances from affilisted companies 214 (2143 -
Crher financing activities - 44 (27 22
Net cash provided {used) by financing activities L] ROR (281} 6E2
Met incresse in cash and cash equivalents 27 301 4 352
Cash and cosh eguivalents at beginning of period 153 4i 12 265
Cash and eash equivalents at end of period SI1ED §341 06 3617




